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ABSTRACT

The objective of this study is to explore how Finnish born global firms - especially the 
success cases - have financed their internationalisation pre and post the late 1990s IT 
boom and bust. Bom globals are young, knowledge-intensive and rapidly 
internationalising small and medium-sized firms, which often lack financial and 
managerial resources, which is in stark contrast to their ambitious global visions. Also, 
the characteristics of bom globals and their strategies pose high resource requirements. 
For example continuous R&D and global intermediary strategy devour a lot of money. It 
has also been observed that after the late 1990s stock market bubble and the drastically 
changed circumstances after the bust, the operating environment became even more 
challenging to bom globals.

The empirical research of this thesis is based on a multiple-case study of five Finnish 
“true bom global” case companies established both pre and post IT boom and bust. A 
central tool in the empirical research is the preliminary conceptual framework devised 
based on the literature review. It facilitates visualisation in time of a firm’s 
internationalisation development, as well as of sources and uses of funds in a single 
figure.

The results of the empirical study show that the major sources of financing for Finnish 
bom globals have been equity-based throughout their lifecycles: sweat capital, cash flow 
from revenues, domestic and international venture capital, and acquisitions by US peers. 
All case companies also received financing from Tekes. The major differences between 
firms- established before and after the IT bust were that pre-bust firms relied long on cash 
flow from revenues and got listed at the end of the IT boom. The post-bust companies 
also relied on cash flow from revenues first, but obtained soon domestic and later 
international venture capital Later US venture capital-backed peers acquired two of the 
case firms. The differences in financing strategies before and after the bust can be 
explained by the changing circumstances and the lessons managers of bom globals learnt, 
i.e. professionalisation of bom globals managers and their approach to financing 
strategies.

The importance of cooperative strategies as a part of financing strategies is very high for 
all case companies. By developing innovative partnerships and leveraging partner 
resources firms can save significant amounts of money in advertising, promotion, sales, 
distribution and customer relationship management and release funds for other uses.

No conclusive answers can be provided on uses of financing in implementing 
globalisation strategies. However, R&D was continuously important to bom globals as a 
basis of building sustainable competitive advantage. It was also recognised that in the 
growth phase bom globals invest simultaneously in all areas in POMSICA. There were 
no significant differences observed between the uses of financing between pre and post
bust firms, except that post-bust firms have maybe realised the importance of sales and 
distribution channels earlier. Also, all case firms stepped up their cooperative strategies 
and turned into more manageable B2B businesses after the IT bust.

Key words: bom global, internationalisation, globalisation, international 
entrepreneurship, entrepreneurial finance, venture capital, IT boom and bust



TIIVISTELMÄ

Tämän työn tavoitteena on tutkia miten suomalaiset nk. bom global -yritykset - erityisesti 
menestystarinat - ovat rahoittaneet kansainvälistymisensä ennen ja jälkeen 1990-luvun 
lopun pörssikuplan. Bom globals -yritykset ovat nuoria, tietointensiivisiä ja nopeasti 
kansainvälistyviä pieniä ja keskisuuria yrityksiä. Niiden resurssit ovat suurempiin 
yrityksiin verrattuna vähäisiä ja ristiriidassa niiden maailmanlaajuisen vision kanssa. 
Myös bom globals -yritysten piirteet ja strategiat asettavat paineita resursseille. 
Esimerkiksi jatkuva tutkimus- ja kehitystyö sekä maailmanlaajuisen jakeluverkoston 
luominen on kallista. Lisäksi on pantu merkille, että bom globals -yritysten 
toimintaympäristö muuttui entistä vaikeammaksi 1990-luvun lopun pörssikuplan jälkeen.

Tämän tutkimuksen empiirinen osa perustuu tapaustutkimukselle, jossa analysoidaan 
viiden “aidon” bom global -yrityksen kansainvälistymistä ennen ja jälkeen pörssikuplan. 
Keskeinen työkalu on kirjallisuuskatsauksen pohjalta kehitetty konseptuaalinen 
viitekehys. Sen avulla yrityksen kansainvälistymiskehitys, ja rahoituslähteet ja 
rahoituksen käyttökohteet voidaan tiivistää yhteen kuvioon.

Tutkimustulokset osoittavat, että suomalaisten born globals -yritysten pääasialliset 
rahoituslähteet läpi niiden elinkaaren olivat omanpääomanehtoisia. Tärkeimpiä lähteitä 
olivat yrittäjien oma panostus, tulorahoitus, suomalaiset ja kansainväliset riskisijoittajat 
sekä firman myyminen yhdysvaltalaiselle kilpailijalle. Kaikki tutkitut yritykset olivat 
myös saaneet tukea Tekesiltä. Suurimmat erot ennen ja jälkeen pörssikuplan perustettujen 
yritysten välillä olivat, että ennen-yritykset kasvoivat tulorahoituksen turvin ja 
listautuivat IT-huuman loppuvaiheessa. Jälkeen-yrityksetkin kasvoivat aluksi 
tulorahoituksella, mutta saivat nopeasti riskirahaa. Myöhemmin yhdysvaltalaiset yritykset 
ostivat kaksi tutkituista yrityksistä. Erot ennen- ja jälkeen-yritysten rahoitusstrategioissa 
johtuvat pörssikuplan vaikutuksista yleiseen taloudelliseen tilanteeseen ja pörssikuplan 
opetuksista. Havaittavissa oli, että suomalaisten bom global -yritykset ovat 
ammattimaistuneet, mitä tulee rahoitusstrategioihin.

Erilaisilla yhteistyömuodoilla oli suuri merkitys osana bom global -yritysten 
rahoitusstrategioita. Kehittämällä innovatiivisia kumppanuuksia ja käyttämällä hyväksi 
kumppanin resursseja yritykset voivat saavuttaa huomattavia säästöjä mainostamisessa, 
promootiossa, myyntityössä, jakelussa ja asiakassuhteen hoidossa, sekä voivat vapauttaa 
resursseja muuhun käyttöön.

Tutkimus ei tuonut yksiselitteisiä vastauksia liittyen resurssien käyttämisen 
painopistealueisiin. Joka tapauksessa huomattiin, että tutkimukseen ja kehitykseen 
panostettiin läpi yrityksen elinkaaren. Kasvuvaiheessa panostettiin kaikkiin POMSICA- 
mallin osa-alueisiin. Ennen-ja jälkeen-yritysten välillä ei havaittu suuria eroja, paitsi että 
jälkeen-yritykset aloittivat panostuksen myyntiin ja jakelukanavien luomiseen 
aikaisemmassa vaiheessa kuin ennen-yritykset. Kaikki tutkitut yritykset olivat myös 
tehostaneet yhteistyöstrategioitaan ja fokusoineet B2B-toimialoille pörssikuplan jälkeen.

Avainsanat: bom global, kansainvälistyminen, kansainvälinen yrittäjyys, riskirahoitus, 
pörssikupla
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1 INTRODUCTION

This thesis was prepared under the FIBO (Finland’s International Business 

Operations) programme of Helsinki School of Economics, Finland. It is part of 

the third FIBO Bom Globals project. These projects have been conducted since 

1999 under the supervision of Professor Emeritus Reijo Luostarinen and Professor 

Mika Gabrielsson. The Bom Global projects are financed by Academy of Finland 

and Tekes (National Technology Agency of Finland) as a part of its research 

programme LUKE on Finnish Companies and the Challenges of Globalisation.

This study concentrates on financing strategies of success stories among Finnish 

Bom Global companies pre and post the late 1990s IT boom and bust. It attempts 

to answer the calls (by for example Gabrielsson, Sasi and Darling 2004, 21) for 

further research on finance strategies and financial resources of bom globals. 

Other studies of the third Bom Global group analyse the failures of Finnish Bom 

Globals (Koskimies 2005) and internationalisation of Finnish and Turkish High 

Design Bom Globals (Falay, forthcoming).

1.1 Background

The internationalisation process of a firm has traditionally been of major interest 

to researchers of international business. The emergence of bom globals, a 

deviation from the traditional mainstream pattern to internationalisation, has 

reinvigorated researchers’ interest towards internationalisation phenomena, 

particularly among international business and entrepreneurship scholars. (Autio, 

Lummaa and Arenius 2002, 2).

The traditional stages model views internationalisation as an incremental process 

of gradually increasing international involvement by a firm (Luostarinen 1979; 

Johanson and Vahlne 1977). In the early 1990s researchers all over the developed 

world recognised a new phenomenon of young, knowledge-intensive and rapidly 

internationalising - even globalising - firms (Rennie 1993; Luostarinen 1994;
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Oviatt and McDougall 1994). While researchers have come to an agreement of the 

basic characteristics of these bom global firms (Rennie 1993) and international 

new ventures (Oviatt and McDougall 1994), a comprehensive and holistic model 

of born globals is still lacking. Therefore more research on various aspects of this 

challenging, and both academically and managerially fascinating phenomenon 

positioned in the intersection of entrepreneurship and internationalisation research 

streams is necessary.

Increased technology-based entrepreneurship and bom globals are regarded as an 

important phenomenon also from the point of view of economic growth. Based on 

the assumption that technological change is a fundamental driver of productivity, 

and subsequently economic growth, great expectations have been placed on the 

potential of new technology-based firms. They have an important role for 

industrial renewal, and provide innovation inputs to established industries and 

contribute to their revitalisation. (Saemundsson 2003, 13) This is especially the 

case for small and open economies (SMOPECs), such as Finland, in which the 

pressure to internationalise is high as a result of strong push and pull forces 

(Luostarinen and Gabrielsson 2004).

1.2 Research Problem and Research Gap

Characteristics and behaviour of bom globals have been under an intense scrutiny 

during the past decade. Zahra and George (2002) report in their excellent account 

on international entrepreneurship research that the bulk of research on the area has 

so far concentrated on:

(i) Organisational factors on internationalisation:

• Top management team: foreign work experience, education 

abroad, background, global vision

• Resources: unique assets, R&D spending, network, reputation

• Firm-related variables: size, age, location, origin, growth 

orientation, environmental scanning
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(ii) Influence of external environment on internationalisation: intensity of 

domestic competition, limited domestic growth, intensity of 

international competition, restrictive government policies, institutional 

environment, economies of scale, retaliation by industry incumbents, 

industry gross profits, industry sales growth and type of industry

(iii) Influence of strategic factors on internationalisation:

• Generic strategy; low cost, differentiation

• Functional strategy: production, distribution, marketing

• Entry strategy

Only few studies have been conducted on financing strategies of bom globals 

(Luostarinen and Gabrielsson 2002; Gabrielsson, Sasi and Darling 2004). It has 

been often suggested that the scarce resources of bom globals pose a challenge in 

terms of rapid globalisation (Luostarinen and Gabrielsson 2002), but little has 

been said, positively or normatively, about financing strategies leading to 

successful globalisation by bom globals.

This study attempts to contribute to the understanding of successful globalisation 

of bom globals from a financing point of view. As Zahra and George (2002, 18) 

point out, regardless of their financial position, some new ventures expand 

internationally to achieve a variety of strategic goals. The starting point of this 

study is the interesting observation that despite the recent internet bust in early 

2000s and the subsequent changes in the business conditions and availability of 

private equity, several Finnish bom globals, such as Smartner, Sulake and Sumea, 

have successfully globalised and grown to be important players in their respective 

industries.

The research problem of this study revolves around exploring how, in terms of 

financial resources, have Finnish born global companies been able to globalise 

successfully pre and post the 1990s internet boom and bust. Therefore, this study 

analyses relevant case companies - success stories among Finnish “true” born
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globals - and tries to understand the strategic and resource-related reasons behind 

their globalisation. In order to gain perspective, two case companies established 

prior to the late 1990s internet boom and bust were included in this thesis.

1.3 Research Objectives and Questions

Based on the research problem and research gap discussed in section 1.2, the 

objective of this thesis is to explore how Finnish Born Globals - especially the 

success cases - have financed their internationalisation pre and post 1990s IT 

boom and bust. Alongside with looking at financing of the case companies, this 

study also analyses their globalisation strategies. The research questions of this 

study are:
Research Question 1: What have been the major sources of financing of 

Finnish Bom Globals pre and post the 1990s IT boom and bust, and why?

Research Question 2: What areas have the Finnish Born Globals focused 

their resources to pre and post the 1990s IT boom and bust, and why?

Research Question 3: How do Born Globals finance strategies and 

consequent globalisation and global marketing strategies differ pre and 

post the 1990s IT boom and bust?

All the research questions will be analysed comparing a) firms established before 

the bust (‘pre-bust firms’) and b) firms established during or after the bust (‘post

bust firms’).

1.4 Definitions

Born Globals are firms established mainly after 1990 and are, on average, much 

younger than traditional companies. These companies have a short or no domestic 

phase and they have a global vision since their inception. 50% of bom global 

firms’ turnover is generated outside their home continent and majority of their
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business activities is international (Luostarinen and Gabrielsson 2002). In this 

study concepts international new venture, entrepreneurial firm and venture are 

used as a synonym for born global.

Internationalisation is defined as a process of increasing involvement in 

international operations. In addition to outward modes, internationalising 

companies also use inward and cooperative modes of internationalisation. 

Traditionally internationalisation is considered a gradual and incremental process. 

(Luostarinen 1970, 1979) Furthermore, internationalisation is defined as a 

complex and dynamic process, unique to individual firms. Entrepreneurial process 

emerges from a composite of decisions, processes, activities and actions triggered 

from within the firm, and influenced or moderated by the external environment 

(Jones and Coviello 2005, 3).

Globalisation is defined as a process by which economic, political, cultural, social 

and other relevant systems of nations are integrating into world systems (Clark 

and Knowles 2003). Furthermore, globalisation is used in the geographical sense, 

as a spatial term, to denote the process where the firm extends its operations over 

the borderline of the domestic continents to other continents (Luostarinen and 

Gabrielsson 2004).

High-Tech, High Service, High Know-How, High Systems and High Design 

Companies are definitions used in all the bom globals studies in Helsinki School 

of Economics. A high-tech company utilises advanced technologies in its 

products, R&D taking up more than 5% of its revenues. A high service company 

provides exceptionally high-quality services, which are intangible and consumed 

simultaneously when produced. A high-know company sells unique know-how, 

which is often protected either by trademark or patent. Licenses are often used to 

sell know-how. A high system company offers sophisticated systems, which are a 

combination of products, services and/or know-how. A high design company uses 

innovative design in its products (Luostarinen and Gabrielsson 2004).
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Entrepreneurial Finance is defined as the finance offered to ventures during their 

entrepreneurial phase with entrepreneurial terms. From the perspective of an 

entrepreneur it requires high creativity and innovativeness as well as high level of 

management skills (Virtanen 1996, 88-89).

Venture capital is defined as not secured capital that is invested in an unlisted 

company as equity (or debt securities with equity features) for a certain period to 

get a share of the rising market value of the rapidly growing firm (Virtanen 1996, 

284).

Boom and Bust refers (in economics) to the movement of an economy through 

economic cycles due to changes in aggregate demand. During booms, there is a 

high level of aggregate demand, inflation increases, unemployment falls, and 

growth in national income accelerates. During busts or recession, the opposite 

happens. The IT boom and bust refers to the 1990s internet bubble (see next).

Internet bubble is defined through the concepts of economic bubble and stock 

market bubble. An economic bubble occurs when speculation in a commodity 

causes the price to increase, thus producing more speculation. The price of the 

good then reaches absurd levels and a sudden drop in prices, known as a crash, 

usually follows the bubble. A stock market bubble in financial markets is a term 

applied to a self-perpetuating rise or boom in the share prices of stocks of a 

particular industry. The term may be used with certainty only in retrospect when 

share prices have since crashed. A bubble occurs when speculators note the fast 

increase in value and decide to buy in anticipation of further rises, rather than 

because the shares are undervalued. The late 1990s boom in technology dotcom 

company stocks is a good example of a bubble, which burst in late 2000 and 

through 2001. Thus the year 2000 is used to separate the pre-bust case companies 

from the post-bust case companies (see later) (Wikipedia).
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A pre-bust case company is defined as a bom global established before the 2000 

stock market crash. A post-bust case company is defined as a bom global 

established during or after 2000 stock market crash.

1.5 Method of Research

1.5.1 Choice of Methodology

This study is a multiple-case study based on longitudinal research. In-depth 

interviews with founders, CEOs or board members of Finnish bom globals were 

complemented with information from industry publications, press releases and 

media.

The research objectives of this study deal with financing of internationalisation of 

Finnish born global firms before, during and after the 1990s IT boom and bust. 

Even though most modem finance research is based on quantitative analysis - 

averages, correlation and other statistical relationships - it is not a preferred 

method for this study. The reason is that a quantitative study might ignore 

interpretation and consideration of causal connections inherent in the topic 

(Virtanen 1996, 25). Also, in the case of a studying the fairly young Finnish 

entrepreneurial and risk capital industries, we are faced with difficulties of 

acquiring data that would consist of observations and time-series long enough to 

be reliable.

Also, as this thesis focuses on a new topic area, bom globals, the case study is an 

appropriate method for studying it (Eisenhardt 1989, 548). According to 

Eisenhardt, case study research is the most practical method in the early stages of 

research on a new topic, or to provide new insights to an already researched topic.

The case study method has many advantages over for example surveys, when the 

study in question is trying to illuminate complex social phenomena. This is 

because causal links of such phenomena, also in business research, are too
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complex to study by surveys or experimental strategies (Yin 1994, 15). Moreover, 

doing a multi-case study instead of a single-case design results in more 

compelling evidence and a robust overall study (Yin 1994, 45).

Case studies are a preferred strategy when “how” and “why” questions are being 

posed, when the investigator has little control over events and when the focus is 

on a contemporary phenomenon with real-life context (Yin 1994, 1). “How” and 

“why” questions are explanatory in nature and also deal with operational links 

needing to be traced over time, rather than mere frequencies or incidence (Yin 

1994, 6). Case study’s unique strength is its ability to deal with a full variety of 

evidence ranging from documents to interviews and observations (Yin 1994, 8). 

Case study is the most suitable method for this study, for the objective of the 

research questions is to analyse how and why Finnish high service, high know

how and high systems bom globals have financed their internationalisation. 

Moreover, the effect of the downturn following the IT bust in 2000 in the bom 

global companies’ financing is analysed.

Case studies are generalisable to theoretical propositions and not to populations or 

universes, i.e. the investigator’s goal is to expand and generalize theories (analytic 

generalization) and not to enumerate frequencies (Yin 1994, 10). This is done by 

using a previously developed theory as a template with which to compare the 

empirical results of the case study (Yin 1994, 31).

Yin emphasizes the important of developing a case study protocol and considers it 

prerequisite for a high quality case study especially when using a multi-case 

design (1994, 63).

1.5.2 Research Design

The figure below depicts the research design and protocol followed in this study. 

The research design is based on literature on case study methodology by Yin 

(1989) and Eisenhardt (1989).
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7. Cross-case analysis

3. Screen potential success story case companies 
(Finnish SMEs and born globals)

4. Select five case companies 
(Literal replication)

5. Collect data: case interviews 
(Research design)

8. Review conceptual framework, describe results, 
report managerial implications

6. Write individual case reports, 
have them reviewed by interviewees

2. Choose and build conceptual framework, prepare case study questions 
(Holistic model of internationalisation and Financial Growth Cycle)

1. Literature review
(Internationalisation, Bom Globals, Entrepreneurial Finance, Risk Capital)

Figure 1. Case Study Protocol

1. Literature was reviewed on internationalisation theories, global marketing 

elements, bom global phenomenon, entrepreneurship, entrepreneurial finance and 

venture capital.

2. A preliminary conceptual framework for studying financing of 

internationalisation of Finnish bom globals was derived from the literature review 

mentioned above. Case questions were written based on the framework.
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3. Finnish small and medium sized enterprises (SMEs) in the FIBO database, 

websites of the members of the Finnish Venture Capital Association and the press 

were screened in order to find case companies for the study.

4. Five case companies were chosen for the study. As the focus is on success 

stories among Finnish bom global companies established before and after the 

1990s IT Boom and Bust, the criteria used in selection was:

• ‘Pre-bust’ companies established before the 2000 stock market crash

• ‘Post-bust’ companies established during/after 2000

• Company operates in a high service, high know-how or high systems 

sector1

• Over 50% of company’s turnover is (has been) generated in global 

markets (“high degree of globalisation”), preferably in all major 

continents relevant to the industry the company operates in, OR 

company has a global vision

• Company is not a subsidiary or a division of a larger company

Three case companies established before and two after the IT bust in 2000 were 

chosen. The reason for an uneven number is that many more born globals were 

established before the bust compared to the ‘post’ period. The number of cases is 

just above the lower limit of the ideal number of cases (four) in a multiple-case 

study. If fewer than four cases had been used, the empirical grounding of the 

findings would not be reliable. Had there been more than five case companies, the 

study would have been to wide considering the time and resource constraints of a 

master’s thesis.

5. This research is explanatory and qualitative in nature. Primary data for the 

research was derived from in-depth interviews with the founders, CEOs or board 

members of the case companies. Interviews of about an hour each followed a set

1 High-tech and high design companies were excluded because they are a focus of other studies in 
the Born Globals projects.
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of case study questions derived from the case study protocol. Interviews were 

semi-structured focusing on longitudinal illustrations and why factors related to 

the elements of the primary theoretical framework. The interviews were recorded, 

and a transcript and a database were created following the case study protocol and 

to ensure validity of the research. Former master’s thesis students in the bom 

global research groups have had the interviewees to fill out the FIBO 

questionnaire. In this study the FIBO questionnaire was not used due to time 

constraints of the interviewees.

6. Individual case descriptions were written and were sent to the interviewees for 

review and approval.

7. A cross-case analysis was written based on the five case companies studied 

according to the preliminary conceptual framework.

8. The conceptual framework was revised based on the evidence derived from 

the empirical analysis.

1.5.3 Unit of Analysis

The aim of this study is to look at financing of internationalisation from the firm’s 

point of view, so the unit of analysis chosen is a Finnish bom global company. It 

is the most suitable unit of analysis for studying the financing of born global 

companies, even though researchers of entrepreneurial finance have also focused 

on an entrepreneurial event, an entrepreneurial process and a management team in 

order to avoid tying the concept to a particular kind of individual or firm.

Each case begins from the founding of the company to the financial year 2004 (or 

today when relevant). Considering the uniqueness of the time period studied in 

this thesis, there is no need to try and separate the unique experiences of the firms 

from the study. Internationalisation is considered to be a unique experience to a 

firm, which further supports the idea of studying the phenomenon at a firm level.
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1.5.4 Validity and Reliability of Research

This study follows Yin’s (1994, 33) criteria for judging the quality of research 

designs. This involves four tests: construct validity, internal validity, external 

validity and reliability (See table 1). The test for construct validity involves using 

multiple sources of evidence, having key informants to review the draft case study 

and to establishing a chain of evidence by using triangulation techniques. This 

allows developing converging lines of inquiry (Yin 1994, 92-3). Internal validity 

is ensured by pattern matching between the preliminary conceptual framework 

and the empirical results. To assist pattern-matching relevant charts, figures and 

matrix techniques are used. External validity follows from using literal replication 

logic and studying five cases, three pre and two post the IT boom and bust. The 

number of cases pre and post is uneven simply, because we assume that the 

number of born globals established was greater during the boom before the 2000 

stock market crash than after it. Using a case study protocol and developing a case 

study database ensure reliability.

Test Case Study Tactic 
Construct validity - Use multiple sources of evidence (in-depth interviews, questionnaires,

press releases, annual reports if available, newspaper articles, websites)
- Establish chain of evidence
- Have kev informants review draft case study report

Internal validity - Pattern-matching between patterns based on preliminary conceptual
framework and patterns found in the empirical study
- Use charts, figures and matrix techniques relevant to a case study

External validity - Use literal replication logic in multiple-case studies
Reliability - Use case study protocol

- Develop case study data base

Some difficulties were encountered in ensuring internal validity, because the 

patterns in the preliminary conceptual framework and the way the interviewee 

entrepreneurs perceive the issues investigated differed somewhat. For example, 

the preliminary conceptual framework distinguishes between investments in all 

the elements of POMSICA, whereas the entrepreneurs tend to bundle 

intermediary, customer and even market strategy together because they are very
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interlinked and intertwined, certain elements dominate over others, or because 

they had difficulties in specifically distinguishing between them. For example, 

many of the bom global expansion strategies in this study were driven by 

customer strategy rather that market strategy. Also, some elements differed 

according to a type of bom global. For example, a B2B bom global is likely to 

emphasise sales and a B2C bom global advertising.

These difficulties was solved by revising and adapting the revised conceptual 

framework: certain POMSICA elements in the figures were combined, 

emphasised or even excluded in order to reflect the empirical evidence better 

rather than fully following the assumptions set.

2 REVIEW OF LITERATURE

2.1 Internationalisation Literature

The table below summarises the theoretical approaches reviewed in this section 

and their link to the present study.

Author Theory / theoretical 
approach

Link / application in the 
present study

Luostarinen 1970, 1979, 1994; Johanson 
and Wiedersheim 1975; Johanson and
Vahlne 1977

Stages model
POM Pattern
Holistic Model of 
internationalisation

Predictions as to the 
internationalisation 
behaviour of an exporting 
firm in SMOPECs

Bilkey and Tesar 1977 Innovation-related
models

Predictions as to the 
traditional
internationalisation process 
of an exporting firm

Johanson and Mattson 1988; Johanson and 
Vahlne 1990; Welch and Welch 1993;
Welch, Welch, Wilkinson and Young
1996, 1998

Network perspective Predictions as to the role of 
relationships in the 
traditional
internationalisation process

Table 2. Summary of theoretical approaches in internationalisation and their link to the present

study

The most significant traditional approaches to internationalisation have been:
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(i) the Nordic School including the stages model by Luostarinen (1970, 1979, 

1994) and the Uppsala models by Johanson and Wiedersheim-Paul (1975) and 

Johanson and Vahlne (1977)

(ii) Innovation related models by Vernon (1966), Bilkey and Tesar (1977), 

Cavusgil (1980), Reid (1981) and Czinkota (1982).

(hi) Network perspective by which among others Johanson and Mattson (1988, 

1994), Johanson and Vahlne (1990), Welch and Welch (1993), Welch, Welch, 

Wilkinson and Young (1996, 1998) (Laine and Kock 2002, 2) have expanded the 

internationalisation models to include industrial networks.

The Nordic school and the innovation related models share the view that 

internationalisation is a gradual process taking place in incremental stages. Also 

the role of learning in the process is emphasised. However, the innovation related 

models are based on research on countries originating from large home markets 

such as USA. Thus, from the perspective of this study, the Nordic studies in their 

analyses of internationalisation strategies of small and medium sized enterprises 

(SMEs) from especially small and open economies (SMOPECs), and in effect 

form the basis for studying the emerging bom global phenomenon.

The Nordic School
The Helsinki model of internationalisation and globalisation has been primarily 

developed by Luostarinen (1970, 1979, 1994), but also Luostarinen and Welch 

(1990), Kirpalani and Luostarinen (1999) and later Luostarinen and Gabrielsson 

(2001, 2004) have contributed on it. Luostarinen’s (1979, 1994) work is built 

upon the behavioural theory of the growth of the firm, completed with elements 

from the systems theory in order to build a more holistic model. The Uppsala 

school by Johanson and Wiedersheim-Paul (1975) and Johanson and Vahlne 

(1977) also view internationalisation as a dynamic process.

Central concepts in Luostarinen’s (1979) thinking are lateral rigidity and 

organisational learning. Lateral rigidity is the cause behind the incremental
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nature of internationalisation and is a result of uncertainty and imperfect 

knowledge. The smaller the firm and the more limited its financial and personnel 

resources are, the higher their lateral rigidity in terms of internationalisation 

(Luostarinen 1994). Also, firms operating under uncertain environment and with 

imperfect knowledge tend to avoid changing their behaviour. However, if they do, 

they change gradually and as a result of organisational learning and accumulation 

of knowledge. (Luostarinen 1970, 1979) Furthermore, the organisational learning 

is most often ‘leaming-by-doing’ (Luostarinen and Welch 1988). Also Johanson 

and Wiedersheim-Paul (1975) believed that the most important barriers to 

internationalisation were lack of knowledge and resources. They can be overcome 

by gradual decision-making and gaining more information about international 

markets and operations. Furthermore, there is continuous interaction between 

foreign market and operations knowledge development, ‘state aspects’, and 

growing commitment to these markets, ‘change aspects’ (Johanson and Vahlne 

1990)

Luostarinen’s (1970, 1979; Luostarinen and Welch 1990) internationalisation 

model includes two major stages patterns: the target country pattern and the 

company pattern of internationalisation. The Uppsala school concentrates more 

on the target country level of internationalisation. The target country pattern is 

built upon the firm’s foreign operations in individual countries, from ‘no export’ 

stage to ‘production and/or manufacturing’ stage through ‘export via agents and 

sales subsidiaries’ stage.

The company pattern can be analysed by using the POM (product, operation, 

market) model, as depicted below.
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Figure 2. Product, operation and market (POM) pattern and different stages of the 
internationalisation process of a firm (Based on Luostarinen 1970; 1979, 182)
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Each of the components of the POM model includes a sequence, through which 

the company proceeds, as its lateral rigidity decreases. The product pattern 

depends on the firm’s degree of knowledge about products in domestic 

operations. In addition to the regular sales items (products) on its lists, it might 

have developed skills in services, systems and know-how. The possibilities to sell 

them are however limited in small markets. Only increased international 

involvement and the consequent economies of scale and the increased 

organisation learning eventually make the firm include also items other than 

goods to its offering. (Luostarinen 1979, 97-100)

In terms of the operation pattern, lateral rigidity dictates that in the outset firms 

tend to choose operations that are best known by them, and which demand the 

least resources. Again, increased learning and accumulation of resources allow the 

firm to employ, the more resource-intensive direct investment modes (DI-) and 

production operations (-PO) in addition to the non-investment (NI-) and 

marketing operations (-MO). Johanson and Wiedersheim-Paul (1975) argue 

similarly that level of commitment in individual markets will increase in time, and 

results in ‘establishment chain’ comprising of four phases: (i) no export activities, 

(ii) export via independent representatives, (iii) sales subsidiary and (iv) 

production or manufacturing. They also acknowledge that a firm can jump over 

stages in the establishment chain.

Finally, the market pattern is based on business distance, which combines 

physical, cultural and economic distances between the firm’s domestic country 

and the target country (Luostarinen 1979). On the basis of business distance, 

markets can be divided into hot, warm, medium, cool and cold. Due to lateral 

rigidity firms enter markets with shorter business distance first, and only after 

knowledge accumulation it enters markets of longer business distance. 

Luostarinen also found out business distance affects the choice of operation mode: 

on the continuum of alternatives, DIMOs are relatively more used in warmer
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markets whereas NIPOs are more common in cooler markets. Johanson and 

Wiedersheim-Paul (1975) talk of physic distance and add that it is not static but 

changes slowly through time as a result of changes in the operating environment.

The POM patterns of internationalising firms are combined to explain the 

internationalisation process as a gradual one. The development in each pattern 

results in the following stages: (i) starting stage, (ii) development stage, (iii) 

growth stage and (iv) mature stage. In moving through these stages, the company 

gradually increases its resource commitments. The company can also experience 

de-intemationalisation (backward development) and consequent re- 

intemationalisation. (Luostarinen 1979)

In effect, the company pattern is a sum of the target country patterns, i.e. the 

internationalisation pattern of a firm and its entry and penetration strategies are 

determined by the experience and knowledge built up through the firms’ earlier 

operations in the foreign markets as a whole, not only the target country in 

question. This differs somewhat from the view of Johanson and Vahlne (1977), by 

which a firm’s accumulated experiental knowledge is usually associated with a 

particular market and cannot be utilised in different markets.

The POM pattern covers the outward operations of the firm. However, to make 

the model holistic, inward and cooperative dimensions of internationalisation 

should also be included. According to the traditional internationalisation model, a 

firm starts its internationalisation with inward operations such as import of 

technology, moving through outward operations to cooperative modes of 

operations (joint contractual ventures, marketing cooperation etc.), as pressures of 

globalisation increase. By cooperation, firms can share high costs of building 

international and global manufacturing, R&D, brands and distribution. 

(Luostarinen 1994; Luostarinen and Welch 1990)
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Innovation-related models

The innovation related models (Bilkey and Tesar 1977; Cavusgil 1984; Czinkota 

1982) share many of the ideas of stages, organisational learning and gradually 

increasing commitment to international markets with the Nordic school. Bilkey 

and Tesar (1977) talk of psychologically similar countries and recommend that 

firms in their early phase of internationalisation should start from them. They also 

emphasise the role of management in learning and the importance of managers’ 

skills and international experience in the firm’s internationalisation.

Overall, the traditional internationalisation models (both Nordic and innovation- 

related models) have been criticised being too deterministic and predicting only 

one direction in internationalisation in diversified and rapidly changing business 

environment (Turnbull 1987). Luostarinen and Welch (1990) acknowledge that 

deviations from the mainstream pattern occur but that in general the model holds. 

Moreover, Luostarinen (1994) argues that understanding the phenomena of 

internationalisation through the model is more important than building a water

proof and deterministic general theory. The exceptions observed compared to the 

traditional model are shorter domestic periods by increasing amount of firms 

(Luostarinen 1979) and proceeding through stages more rapidly or even 

leapfrogging steps in the model especially in the most dynamic industries 

(Luostarinen 1994). Also, it has been found out that in the rapidly changing 

business environment, the traditional pattern is too slow for firms aiming to be 

pioneers and market leaders, and that internationalisation strategies have become 

increasingly proactive. The pressure to internationalise faster than predicted by 

the old model has been found out to be the greatest in industries in which global 

competition has increased (Oviatt and McDougall 1997; Kirpalani and 

Luostarinen 1999; Luostarinen and Gabrielsson 2001). Madsen and Servais 

(1997) also argued that instead of uncertainty related to market knowledge, the 

uncertainty concerning knowledge of the company’s own processes of new 

production, specialisation and exchange are now characteristic in 

internationalisation.
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An interesting theory to take up here is that of concerning the growth and the 

growth process of a firm. In Penrose’s (1959, 1960 in Saemundsson 2003, 28) 

theory of growth, much attention is given to the basic process of accumulation of 

resources and the related accumulation of knowledge. Her theory is also 

concerned with issues central to bom globals, namely especially innovation, and 

identification and exploitation of opportunities, and the role of knowledge and 

expansion of knowledge in the growth process (Saemundsson 2003, 28-30). 

Saemundsson (2003, 26) argues that the growth process is cumulative in two 

ways. First, it is cumulative in the sense that something is added to existing 

operations and the firm becomes larger. Secondly, it is cumulative in the sense 

that each event is dependent on previous events. Growth is traditionally also seen 

to follow sequential and deterministic stages of a life cycle. More recently, it has 

been argued that firms do not necessarily do that; rather certain configurations of 

problems, strategies, structures and processes represent an appropriate 

organisational response to imperatives facing the firms. (Saemundsson 2003, 27)

Network Approach

The network approach sees internationalisation as a process in which relationships 

are continuously established, developed, maintained and dissolved with the aim of 

achieving the objectives of the firm (Johanson and Mattson 1988). These 

relationships are considered a vital asset and resource in the internationalisation 

process of a firm in that network. Firms can even enter foreign markets as a result 

of the initiative of a member in a network. The network approach supports the 

other process models, even though it operates more on a firm level than country 

level. (Johanson and Vahlne 1990)

Johanson and Mattson (1988) categorised firms according to the degree of 

internationalisation of the firm itself and its networks, the categories being (i) the 

early starter, (ii) the late starter, (iii) the lonely international and (iv) the 

international among others, as seen below.
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Low degree of 
internationalisation of the 
network

High degree of 
internationalisation of the 
network

Low degree of 
internationalisation of the 
firm

The Early Starter The Late Starter

High degree of 
internationalisation of the 
firm

The Lonely International The International Among
Others

Table 3. Network approach for internationalisation (Source: Johanson and Mattson 1988)

The early starters and lonely internationals are those, the situations of which were 

explained by the Nordic School. The early starters were the firms large in size in 

relation to its domestic market, and in contrast the lonely internationals smaller 

firms that internationalised by following for example their large customers to 

foreign markets. The international among others operates in an environment, in 

which there are several national and international networks. (Johanson and 

Mattson 1988) Bom globals can belong to any of the four categories, depending 

on the development stage of the industry and the bom global itself. However, 

research does not give any normative information about which strategy to favour 

in order to implement a bom global strategy successfully.

2.2 Born Globals Literature

The table below summarises the theoretical approaches reviewed in this section 

and their link to the present study. The theoretical approaches to bom globals are 

especially important in order to build an appropriate primary conceptual 

framework for studying financing of Finnish bom globals.
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Author Theory / theoretical 
approach

Link / application in the present 
study

Rennie 1993, Oviatt and 
McDougall 1994, Luostarinen
1994, Saemundsson 2000,
2003, Autio, Lummaa and 
Arenius 2002, Saarenketo
2002, Zahra and George 2002, 
Rialp-Criado, Rialp-Criado 
and Knight 2002, Luostarinen 
and Gabrielsson 2002, 
Gabrielsson P. 2004, Oviatt 
and McDougall 2005, Autio 
2005, Jones 2005

Born globals,
International new 
ventures, Global start
ups,
Technology-based new 
firms, Bom 
internationals, Gradual 
globals, Bom-again 
globals

Predictions as to the characteristics 
of born globals (How to identify 
case companies for this study) 
Predictions as to the emergence of 
the born global phenomenon ( What 
external and internal influences to 
pay attention to)
Predictions as to the critical success 
factors of born globals (Assumption 
is that born globals need to 
invest/focus in these factors)

Zahra and George 2002 Integrated model of
international
entrepreneurship

Predictions as to the influences, 
moderators, dimension and 
outcomes of the internationalisation 
process {How to build the 
prelim inary conceptual from ework)

Jones and Coviello 2005 A general model of the 
entrepreneurial 
internationalisation 
process

Specific models of the 
entrepreneurial 
internationalisation 
process

Predictions as to the influences and 
explanations to internationalisation 
decisions, actions, strategic 
responses and dynamic processes 
(How to account for them in the 
preliminary conceptual framework) 
Predictions as to the visualisation of 
the firm evolution in the 
internationalisation process 
{How to build the preliminary 
conceptual framework)

Luostarinen and Gabrielsson 
2002

Model to explain factors 
for the existence for bom 
globals

Predictions as to the factors 
explaining the born globals 
phenomenon in SMOPECs 
( What external and internal 
influences to pay attention to in the 
case of Finnish born globals)

Luostarinen 1970, 1979, 1990 Holistic model of 
internationalisation

POMSICA Model

Predictions as to the importance of 
outward, inwards and cooperative 
modes in the globalisation of born 
globals {How to build the 
preliminary conceptual framework) 
Predictions as to the globalisation 
strategies and global marketing 
strategies of bom globals {How to 
build the preliminary conceptual 
framework)
Predictions as to the resource 
requirements of the born global 
strategy
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Autio, Lummaa and Arenius 
2002; Lummaa 2002

3D PLC Model Predictions as to the role of depth, 
distance, diversity and speed in the 
born global strategies (How to build 
the preliminary conceptual 
framework)
Predictions as to the utilisation of 
value network in born global 
strategies (How to build the 
preliminary conceptual framework)

Luostarinen 2003 Profit circle theory Predictions as to the resource 
requirements of bom globals

Gabrielsson, Sasi and Darling 
2004; Cardwell, Mäkelä,
Jokinen and Kumpulainen
1999

Financing strategies and 
needs of Finnish born 
globals

(How to build the preliminary 
conceptual framework)

Gabrielsson, Sasi and Darling 
2004, Saemundsson 2000; 
Cardwell, Mäkelä, Jokinen and 
Kumpulainen 1999;
Luostarinen and Gabrielsson 
2002

Financing sources of 
bom globals

Financial factors 
explaining growth and 
internationalisation

Effect of stock market 
bubble

Predictions as to the financing 
sources of bom globals (How to 
build the preliminary conceptual 
framework)
Predictions as to the relationship 
between
- financing sources and growth;
- ROE and internationalisation;
- attitudes and growth;
- situation dependency and financing 
needs
- VC’s access to financing and cost 
of capital
(Factors to pay attention to) 
Predictions as to the effect of stock 
market bubble on bom globals 
(Use stock market bubble as a 
moderator)

Table 4. Theoretical approaches related to bom global and their link to the present study

Since the emergence of the ‘bom global’ (Rennie 1993) or ‘international new 

venture’ (Oviatt and McDougall 1994) phenomenon, a whole new sphere of 

research, international entrepreneurship, has been evolving and capturing the 

attention of scholars of international business, entrepreneurship and strategic 

management (Zahra and George 2002; Rialp-Criado, Rialp-Criado and Knight 

2002). The topic is extremely interesting, because from the managerial point of 

view the founders of bom globals are really facing the largest managerial 

challenge of today, i.e. the challenge to start to globalise the firm, to invest 

exceptional amounts of money to creating global networks, to starting global 

marketing and sales efforts and to continuous product development at the initial
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stage when the firm is just established, being very small, inexperienced in global 

affairs with limited financial resources (Luostarinen and Gabrielsson 2002, 19).

International entrepreneurship can be defined as the process of creatively 

discovering and exploiting opportunities that lie outside a firm’s domestic markets 

in the pursuit of competitive advantage (Zahra and George 2002, 11) or the 

discovery, enactment, evaluation, and exploitation of opportunities - across 

national borders - to create future goods and services. (McDougall and Oviatt 

2003 in Oviatt and McDougall 2005, 7) Zahra and George (2002, 9) believe that 

what makes international entrepreneurship a unique and worthwhile topic of 

research is the interplay between entrepreneurship (discussed later in section 2.2.1 

on entrepreneurial finance) and internationalisation processes (discussed above in 

section 2.1). Specifically, the innovativeness and risk taking that firms undertake 

as they expand their international operations is what makes international 

entrepreneurship an interesting research area. Central is the notion - consistent 

also with strategic literature - that firms that internationalise their operations in 

innovative and creative ways are able to leverage their core competencies (cf 

Hamel and Prahalad 1990), and stand to achieve significant gains that go beyond 

superior financial performance (Zahra and George 2002, 10-11). In effect, new 

ventures continue to exist due to the inability of other firms to copy or undo the 

advantages of these firms (Zahra and George 2002, 10).

Bom global firms are, for the purposes of this study, defined as firms:

• Established mainly after 1990

• On average, much younger than traditional companies

• With short or no domestic phase

• With 50% of turnover is generated outside their home continent OR 

with a global vision since their inception

This definition is one of the strictest used among the researchers, and follows the 

definition suggested by Luostarinen and Gabrielsson (2004). Over the course of a

29



decade born globals2 (Rennie 1993; Knight and Cavusgil 1996; Madsen and 

Servais 1997; Luostarinen 1994; Servais and Rasmussen 2000; Bell and 

McNaughton 2000; Wickramasekera and Bamberry 2001; Aspelund and Moen 

2001; Larimo 2001; Autio, Lummaa and Arenius 2002; Saarenketo 2002; Moen 

2002; Luostarinen and Gabrielsson 2004) have also been called global start-ups 

(press since early 1980s in Oviatt and McDougall 1994), international new 

ventures (Oviatt and McDougall 1994, 1996), entrepreneurial high-technology 

ventures (Coviello and Munro 1995), new highly potential ventures (Bloodgood, 

Sapienza and Almeida 1996), emerging high-technology companies (Roberts and 

Senturia 1996), global high-tech firms (Roberts and Centuria 1996) technology- 

based new firms (Autio 1997; Yli-Renko, Autio and Sapienza 2001, 2002), high- 

technology start-ups (Burgel and Murray 2000), instant internationals (Fiilis 

2001) new technology-based firms (Saemundsson 2000, 2003), and metanational 

upstarts (Doz et al 2001 in Oviatt and McDougall 2005).

When you add, among others, the related concepts of gazelles (Vahcic 1995), 

gradual globals (Moen 2002), bom internationals (Gabrielsson 2004; 

Gabrielsson, M., Sasi, V. and Darling, J. 2004), born-again globals (Bell, 

McNaughton and Young 2001), the picture gets rather confusing. However, the 

most popular denominations for the basic phenomenon have been bom global and 

increasingly more international new venture, referring especially to the 

positioning of the firms between international business and entrepreneurship.

However versatile the labels attached, the characteristics of the phenomenon have 

been widely agreed upon. Rialp-Criado, Rialp-Criado and Knight (2002) 

summarise the most important scientific research on bom globals. They note that 

the emphasis is commonly on smaller, entrepreneurial firms, which are 

internationally oriented roughly from the time of their birth, and for which the

2 Born global has been considered not a good name for the phenomenon, because although these 
firms are conducting business in multiple countries, and some had entered several foreign 
countries, few were truly global (Oviatt and McDougall 2005, 5).
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generally accepted theories of international business apparently fail to explain 

their existence and behaviour (Oviatt and McDougall 1994; Rialp-Criado, Rialp- 

Criado and Knight 2002, 12).

Comparison of the studies on these firms is nevertheless rather difficult, because 

scholars use too many different and rather arbitrarily chosen criteria, concerning 

time span between the inception and start of internationalisation and export-to- 

sales ratio, to define the concepts. Rialp-Criado, Rialp-Criado and Knight (2002, 

12) report that at least the following are used:

• Six-year period measuring a delay in initiating international operations 

from the start-up of the firm (Oviatt and McDougall 1997)

• Two-year period, and 76% of total sales through exports (Rennie 

1993)

• Three-year period and foreign sales 25% (Knight and Cavusgil 1996, 

Madsen et al 2000, Servais and Rasmussen 2000)

• Established after 1989 (Aspelund and Moen 2001)

• Established post-1990 and foreign sales more than 25%> (Moen 2002)

In addition, Luostarinen and Gabrielsson (2002, 16) report that the average length 

of domestic period among 89 Finnish bom globals studied between 1985 and 

2001 was 2.1 years. The corresponding figure for 941 traditionally 

internationalised Finnish firms studied in 1979 was 21 years! Luostarinen and 

Gabrielsson use stricter criteria than other researchers for born globals in terms of 

foreign sales (over 50% from outside home continent), also used in this study. 

However, the criteria can be relaxed if the firms have a global vision from 

inception, i.e. that they expect to have a majority of their sales from global 

markets. These firms are then categorised as R&D stage, domestic stage, entry 

stage, starting stage, development stage or growth stage bom globals depending 

on the globalisation and internalisation degrees of their sales.
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However, when working out whether a firm is bom global and at which 

development stage, it should also be noted that the delay or time span is highly 

context specific: firms bom just prior to a global upturn are likely to behave 

different to those starting their operations in the middle of a recession. Having 

said that, foreign market knowledge has been found positively related with 

international sales growth, thus suggesting that the earlier a firm 

internationalising, is exposed to foreign markets and starts accumulating its 

foreign market knowledge, the more successful the firm in its globalisation (Yli- 

Renko, Autio and Tontti 2000, 19). Rialp-Criado, Rialp-Criado and Knight (2002, 

13) also conclude that the operationalisation of the bom global concept should be 

multidimensional, including measures indicating at least a high export 

involvement at a certain point of time, the firm’s age at international entry and the 

number of export markets covered in a short amount of time.

Rialp-Criado, Rialp-Criado and Knight (2002, 17-18) report that most of the 

major born global research builds the theory by (i) identifying and examining 

internal and external key driving forces and trends behind the emergence of the 

phenomenon, and (ii) using the traditional process theory of internationalisation as 

a basis, increasingly complemented by perspectives from the network and 

resource-based theories, among others. Nevertheless, Rialp-Criado, Rialp-Criado 

and Knight (2002, 19) argue that really comprehensive (i.e. incorporating internal 

and external drivers, as well as industrial and environment influences) theoretical 

explanations and causal models of the phenomenon of bom globals are still 

lacking.

The most common factors triggering the phenomenon deal with the effects of 

globalisation to the business environment: flow of information from foreign 

markets, reduced cost, and increased speed and efficiency of production, 

transportation and communication, increasing homogenisation of markets, more 

elaborate capabilities of people (founders), availability of international managerial 

experience, international financing opportunities, and increased importance of
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global networks (Oviatt and McDougall 1994, 51-52; Rialp-Criado, Rialp-Criado 

and Knight 2002, 17). Moreover, fewer new ventures can escape confrontations 

with foreign competition, and more entrepreneurs are adopting a multinational 

viewpoint (Oviatt and McDougall 1994, 52). Bom globals also face several 

growth-related challenges in terms of internationalisation as a direct result of the 

new kind of operating environment. There is uncertainty due to the inherently 

uncertain role of new technology and its development. This uncertainty is 

exacerbated by the volatile nature of inexperience, harsh competition and the 

pervasive rate of technological change. (Saemundsson 2003, 13)

There are also disagreements about issues. Born globals have been assumed to 

deal directly with high-tech businesses or at least rather technology-intensive new 

firms (Rialp-Criado, Rialp-Criado and Knight 2002, 14; 26), even though bom 

globals have been found also in a wide range of industries (Oviatt and McDougall 

1994, 48; Luostarinen and Gabrielsson 2002), both low- and high-tech sectors and 

a wide range of geographical areas of the developed world (Knight and Cavusgil 

1996 in Rialp-Criado, Rialp-Criado and Knight 2002, 10). However, it is 

reasonable to assume that the density of bom globals in high-tech sectors can be 

expected to be high, because bom globals’ core competence lies in being 

knowledge-based and knowledge- and/or service-intensive. The research has also 

not agreed upon factors characterising successful internationalisation because the 

empirical research appears to be very context-specific (Rialp-Criado, Rialp- 

Criado and Knight 2002, 26).

Anyway, Rialp-Criado, Rialp-Criado and Knight (2002, 27) report that the top ten 

characteristics most regarded as critical success factors and prerequisites of 

growth for bom globals are:

(i) Top management related factors (cf Zahra and George 2002):

• Global vision from inception

• High degree of previous international managerial experience

• Management commitment
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• Flexibility to adapt to rapidly changing external conditions and 

circumstances (a top management and resource-based factor)

(ii) Resource-related factors:

• Strong use of personal and business networks

• Market knowledge and commitment

• Unique and knowledge-intensive intangible assets

(iii) Strategic factors:

• High value creation through differentiation, leading-edge technology and 

continuous technological innovativeness

• Quality leadership

• Niche-focused, proactive strategy in geographically spread lead markets 

from inception

• Narrowly-defined, often global target groups, and strong customer 

orientation and customer relationships

Important additions to the factors above are:

• A tightly managed organisation focused on international sales growth (a 

top management related factor in Oviatt and McDougall 1994, 47)

• Internationally experienced and alert entrepreneurs are able to link 

resources from multiple countries to meet the demand of markets that 

are inherently international (a top management related factor in Oviatt 

and McDougall 1994, 47)

• Strategic alliances may be arranged for the use of foreign resources such 

as manufacturing capacity or marketing. Definition of bom globals is 

concerned with value added, not assets owned (a resource-based factor 

in Oviatt and McDougall 1994, 49)

On a more theoretical level, the early and very influential article by Oviatt and 

McDougall (1994) the elements in the theory of new international ventures remain 

credible to date (Oviatt and McDougall 2005, 6). Oviatt and McDougall (1994, 

60) argue that international new ventures appear to have sustainable competitive
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advantages due to a combination of historically unique, causally ambiguous and 

socially complex inimitability with close network alliances in multiple countries 

(Oviatt and McDougall 1994, 60). In more detail, the central prerequisites to this 

are:

• Origins of firm international: commitments of resources (for example 

material, people, financing, time) in more than one nation and activities 

coordinated across countries (Oviatt and McDougall 1994, 59)

• Minimal use of internalisation and the greater use of alternative 

governance structure (network structure as a resource-conserving 

alternative) than in established organisations because international new 

ventures often lack sufficient resources to control many assets through 

ownership (Oviatt and McDougall 1994, 5; 55)

• Foreign location advantage, because with modern communication 

infrastructures, valuable knowledge can be reproduced and can travel 

literally with the speed of light at minimal marginal cost. Knowledge can 

be combined with less mobile resources in multiple countries (for example 

software with factories where it is needed) (Oviatt and McDougall 1994, 

55-56) However, firms have to keep their knowledge proprietary because 

it only has potential commercial value if it is protected with secrecy

• Possession of unique assets and unique resources is a prerequisite to 

internationally sustainable competitive advantage (Oviatt and McDougall 

1994, 52). In order to be unique, assets have to imperfectly imitable, 

usually as a result of continuous innovation, a unique organisational 

history, socially complex knowledge and ambiguous causal relationships 

between knowledge and the competitive advantage it provide (Oviatt and 

McDougall 1994, 56-57; Zahra and George 2002, 9). Licensing is another 

way to limit knowledge, as licensing is effectively is a limit pricing 

strategy. Low licence fees to retain value for a lengthy period by 

discouraging competition. (Oviatt and McDougall 1994, 56-57)
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Autio’s (2005, 12) analysis of the differences between the internationalisation 

theories of Uppsala school and the theory on international new ventures first 

introduced by Oviatt and McDougall in 1994, points out that the Uppsala model is 

a theory of constraints, whereas the theory on international new ventures is all 

about possibilities opened up by the new circumstances, i.e. in extreme, reactive 

strategies responding to market demand vs. proactive internationalisation 

strategies pushing supply. In essence, the attitude towards growth and survival are 

fundamentally different in the two theories: in the Uppsala model growth causes 

the firm to internationalise, while in the world of international new venture theory 

internationalisation is necessary in order to grow. In terms of the Uppsala model, 

late internationalisers are more likely to survive internationalisation moves than 

early ones. In contrast, according to the theory of international new venture, early 

internationalisation may constitute a necessary condition for survival (in 

internationally integrated markets). (Autio 2005, 17) It should, however, be 

pointed out that this comparison only applies to the Uppsala model, which is a 

penetration model, and not to the Helsinki model. The Helsinki model 

acknowledges that as time goes by, pull forces (proactive behaviour) dominate 

gradually more over push forces (reactive behaviour) in a firm’s 

internationalisation.

The assumptions underlying the Uppsala model were that managerial decisions 

are made organisationally rather than on individual level, and that information 

about foreign markets was hard to get and thus the most relevant knowledge can 

be gained first-hand, severe constraints were imposed on how quickly the firm 

was able to make commitments. Furthermore, it was assumed that managers are 

risk-averse and mostly concerned by long-term profitability and survival. (Autio 

2005, 12) The theory on international new ventures, posed a direct challenge to 

the thinking behind stages theory: international new ventures are possible because 

entrepreneurs (as opposed to organisations) are able and willing to make strategic 

choices, as well as accept the risks associated with an aggressive international 

expansion. Furthermore, the aggressive international growth is enabled by the
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founding entrepreneurs’ international competences, vision and awareness of 

growth opportunities beyond the domestic market. (Autio 2005, 12) In Autio’s 

words, the purpose of the international new venture internationalisation is 

positioning for value creation through cross-border resource combinations - a 

notion radically different from the home-based leveraging picture painted by the 

Uppsala model.

Models for analysing internationalisation of bom globals

Although the bom global phenomenon has been a subject of intense research over 

the past decade, few researchers have introduced comprehensive integrative 

models for analysing the international new ventures or the bom globals. The 

model used in this study is Luostarinen’s (1990, 1994) Holistic model for 

internationalisation and the POMSICA Model, which in addition to the traditional 

POM elements (product, operation, market) of globalisation analyse the $ICA 

components, namely price ($), intermediary (I), customer (C) and advertising, 

promotion and sales (A). Other three models briefly reviewed in this section are

• Zahra and George’s (2002) integrated model of international

entrepreneurship,

• Autio, Lummaa and Arenius’s (2002) 3D PLC model analysing the 

dimensions of depth, distance, diversity and speed of the firm’s 

internationalisation as well as positioning, leveraging and consolidation of 

the firm’s networks, as well as

• Jones and Coviello’s (2005) general model of entrepreneurial

internationalisation.

Zahra and George’s and Jones and Coviello’s models are attempts to answer the 

calls for a unifying direction for research in international entrepreneurship (Jones 

and Coviello 2005, 1) and they are thus reviewed first. Zahra and George’s and 

Jones and Coviello’s models are both drawing from the classical approaches to 

internationalisation as well as insights offered by entrepreneurship research. The 

main difference is that Jones and Coviello attempt to present a model that
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produces ‘fingerprint patterns’ of internationalisation, thus enabling a researcher 

to visualise internationalisation in time and to group and compare companies 

studied. As seen later, the conceptual framework of this study is based on the 

same idea.

Integrated Model of International Entrepreneurship

Zahra and George’s (2002, 22) model includes three sets of factors that influence 

international entrepreneurship. Organisation factors are modelled as antecedents 

to internationalisation. Consistent with previous work, international 

entrepreneurship is seen as multidimensional. Strategic and environmental factors 

are listed as potential moderators of relationship between organisational factors 

and dimensions of international entrepreneurship. Finally, the model shows the 

outcomes of international entrepreneurship.

Organisational Factors

Top Management 
Characteristics 
Firm Resources 
Firm Variables 
(Age, Size, Financial 
Strength, Location etc)

Environmental Factors

Competitive Forces 
Growth Opportunities 
National Culture 
Industry Profitability 
Institutional Environment 
Economies of Scale

1
Strategic Factors

Competencies 
Differential / Proximity 
Generic Strategies 
Functional Strategies 
Entry Strategy

Dimension of 
International 
Entrepreneurship
Extent (foreign turnover, 
number of markets) 
Speed (of entry)
Scope (geographic, 
product)

Competitive
Advantage

Financial Outcomes

Non-Financial
Outcomes

Figure 3. Integrated Model of International Entrepreneurship (Source: Zahra and George 2002)

Zahra and George (2002, 24) argue that past empirical research has provided 

inconclusive results regarding the link between international entrepreneurship 

and performance. An important contribution of this model is to highlight this link
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in the model. The remark also supports the decision to choose as case companies 

of this study particularly those bom globals remarkably successful in their 

globalisation as measured by degree of globalisation. Moreover, the categorisation 

of environmental and strategic variables as moderating factors helps to clarify the 

relative importance of different phenomena on the outcome of 

internationalisation. The model could however be improved by differentiating 

between enabling and restrictive organisational factors in terms of 

internationalisation. Also, the model does incorporate time and does not yield 

visualisation of the internationalisation process. It is however, good for seeing the 

inputs and outputs of the internationalisation system.

A General Model of the Entrepreneurial Internationalisation Process 

The model constructed by Jones and Coviello (2005) actually consists of the 

general model depicted below in figure 4 and specific models for each context 

derived from the general model.

Country
Distance

Chronological Time (calendar yean)

Influence of Euviroumeut, Industry, Market

m„
M„

JlZ
|M„

Entrepreneur
(entrepreneurial influence 

on the firm)

Firm (firm-level 
entrepreneurial 

behaviour)

Internationalisation Behaviour
(fingerprint pattern and profile 

of decisions, processes and activities)

Reference Time t (in years)

V
Entrepreneurial 
Event (Ei), i.e. 
Firm inception at 
reference time (t,)

Internationalisation Event 
(IE|), i.e. Firm inception at 
reference time (t2)

>
►

Firm
Performance

Indicators

Cyclical effect of 
Time and 

Feedback Loop 
Effecting 

Continuous and 
Radical Change 

(C)

▼
▼ Firm Performance P, 

at reference time n (t„)

Internationalisation Event n 
(IE,), i.e. Firm inception at 
reference time n (t,)

Figure 4. A general model of the entrepreneurial internationalisation process (Source: Jones and 

Coviello 2005, 10)
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The general model aims to be sufficiently flexible to accommodate the range of 

conditions that influence and lend explanation to a firm’s internationalisation 

decisions, actions and dynamic processes (Jones and Coviello 2005, 3). The 

purpose of the general model is therefore not to predict which mode will be 

established when, or where, but to characterise firms according to their unique 

patterns and profiles of internationalisation. The usefulness of profiling behaviour 

(as opposed to showing only the inputs and the output, as in Zahra and George’s 

model) is profound, in that it explains why and due to which influences firms 

differ in their internationalisation profile (entry modes chosen, number of foreign 

markets served) at a specific time t. It also describes the international evolution of 

the firm, and thus provides a developmental foundation for an evolutionary theory 

of multinational enterprises (Jones and Coviello 2005, 10-11).

In the model above, the horizontal axis is time and the vertical axis country 

distance from the domestic country. M stands for operation mode, ex export, ps 

production subsidiary and lo licensing out technology. What are missing from the 

figure above are arrows on the background, indicating a continuous process of 

feedback from performance indicators to the entrepreneurs and the firm.

The model implicitly indicates a dynamic process of innovation in which 

internationalisation behaviour is indicative of a firm’s strategic response to a 

continuous process of change (C) in the composition of internal and external 

factors in relation to time, to learning and to experiential knowledge (Jones and 

Coviello 2005, 12). The model combines two models reflecting the

entrepreneurial process and the internationalisation process against time (both 

chronological and reference points of time). The entrepreneurial process is 

understood as proactive behaviour, moderated by environmental change that 

results in innovation as a process, and as an outcome, which has potential to 

create value. (Jones and Coviello 2005, 5) Internationalisation process is 

understood as risk seeking, innovative and value creating process influenced by 

environmental change.
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Specific models are basically boxes connected with arrows showing the 

relationships between relevant factors, for example the entrepreneur, the firm 

organisation, the firm’s internationalisation behaviour (fingerprint pattern) and the 

performance of the firm. (Jones and Coviello 2005, 14)

Jones and Coviello’s general model has merits in offering a way to visualise the 

longitudinal development of the internationalisation of a firm. Furthermore, it 

serves a tool to a international business student of any level. The weakness of the 

model lies in the way performance indicators (financial and non-financial) are 

presented. Charts depicting for example turnover and profit or even market share, 

would describe the firm’s performance very more clearly than floating boxes.

Having introduced these theories, it has to be pointed out that the model (below) 

to explain factors for the existence for bom globals (originally developed by 

Luostarinen in 1970, and further developed by Luostarinen and Gabrielsson in 

2002) captures many of the factors included in Zahra and George’s (2002) and 

Jones and Coviello’s (2005) models.

Enabling
Global
FactorsSmallness

Openness

OpennessIndustry
Specific
Factors

Location

Company
Specific

Advantages

Bom Globals (POMSICA)

Figure 5. Factors for the existence of born globals (Source: Luostarinen 1970; Luostarinen and 

Gabrielsson 2002, 17)
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The idea of Luostarinen’s (1970) and Luostarinen and Gabrielsson’s (2002) 

model is that in addition to characterising the operating environment, global 

enabling factors and industry specific factors (both part of environmental factors 

in Zahra and George’s (2002) model) open new opportunities to internationalise. 

The specific push factors of the domestic market, together with pull factors in 

foreign markets (environmental factors in Zahra and George’s model) 

simultaneously force and motivate firms to internationalise. Finally, company 

specific advantages (called organisational factors in Zahra and George’s model) 

enable the firm to successfully carry out a born global strategy, analysed by 

POM$ICA model (explained in the next section). Despite the similarities with 

Zahra and George’s (2002) model, Luostarinen’s (1970) and Luostarinen and 

Gabrielsson’s (2002) model fails to account for some of the strategic factors and 

outcomes of rapid internationalisation and also ignore disabling (organisational) 

factors. However, the POM$ICA model is more insightful than Zahra and 

George’s (2002) extent-speed-scope configuration in terms of managerial 

perspective to bom globals and international entrepreneurship.

The Holistic Model of Internationalisation and POMSICA Model 

The POMSICA (Product, Operation, Market, Price, Intermediary, Customer and 

Advertising) model originates in research conducted by Luostarinen (1970, 1979, 

1990) on Finnish internationalising firms. The POM pattem analyses 

internationalisation and globalisation strategy of a firm, while the $ICA pattem 

analyses the global marketing strategy of a firm. POM$ICA model is concerned 

with the outward operations of an internationalising firm, so the model was 

complemented with inward and cooperative strategies, in order to make it a more 

holistic model (Luostarinen 1994). For an even more comprehensive 

understanding of internationalisation, the factors in figure 5 (on previous page) 

need to be considered. Next, the components of the holistic model are reviewed 

from the perspective of a born global firm.
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Outward operations

Traditional Stages Model of 
Internationalisation

Born Globals Theory of Internationalisation

Product Strategy
1. Goods
2. Services
3. Systems
4. Know-How

- Knowledge and R&D-intensive offering
- Modular product allowing customisation
- Can start with selling any one of the four, or a 
combination of many offerings
- Services, systems and/or know-how in early 
stages already

Operation Strategy
Inward (Import) - Simultaneous outward, inward and 

cooperative modes
- Outward: may proceed very rapidly along 
stages, jump over stages or start operations in a 
reverse order
- De-/re-internationalisation possible

Outward
1. NIMOs (Export)
2. DIMOs (Sales/Marketing Subsidiary)
3. NIPOs (Licensing, Franchising,
Subcontracting, Contract Manufacturing, OEM)
4. DIPOs (Assembly/Production Subsidiary)
Cooperative Strategies (Strategic Alliances, 
Joint Ventures, Partnerships)

Market Strategy
0. Domestic
1. Hot
2. Warm
3. Medium
4. Cool, Cold
in incremental stages

- Short or no domestic phase
- Enter any potential market despite business 
distance
- Fast to lead markets
- Jumping over and/or reverse order of stages

Price Strategy
Local Pricing Global Pricing
Positive cash flow and financing from 
operations early on

Little or no cash flow

Intermediary Strategy
1. Indirect channel strategy
2. Direct channel strategy
3. Hybrid channel strategy

Fast through single channel strategy 
(indirect/direct export) to multiple channel 
strategy (dual/hybrid)

Customer Strategy
Segmentation market by market - Global Segmentation

- Serving a global niche market
Advertising, Promotion, Sales and Branding Strategy

Adapted market by market Global Strategy
Sales and promotion efforts intensified 
gradually in the later stages

- Sales and promotion efforts intense already 
from early stages
- Marketing budget manifold compared to 
product development budget
- Use of advanced marketing strategies 
(internet)

Table 5. Summary of holistic model of internationalisation and the POMSICA pattern of

traditional and born global firms (Luostarinen and Gabrielsson 2002, Luostarinen 2003)
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Inward and Cooperative Modes of Operation

Traditional exporting firms started with inward operations, while bom globals can 

start with any one or a combination of inward, outward and cooperative modes of 

operations. Luostarinen and Gabrielsson (2002, 16) argue that cooperative modes 

seem to strengthen the internationalisation process, whether a traditional 

intemationalisating or a bom global firm. Luostarinen and Gabrielsson (2002, 17) 

report that Finnish bom globals used cooperation strategies in R&D, product 

development, marketing and purchasing with global organisations extensively. 

The purpose of these partnerships, alliances and constructing networks was 

building of value creating chains and networks, and to acquire resources 

otherwise lacking from bom globals (Luostarinen 2002, 20; 22) Finnish born 

globals also used cooperation to leverage the brands of the intermediary partners 

(Luostarinen and Gabrielsson 2002, 28). This is consistent with Oviatt and 

McDougall’s (1994) finding that new international ventures prefer alternative 

governance mechanisms, such as alliances (Autio 2005, 17).

The network structure is a powerful resource-conserving alternative to 

internationalisation. In networks firms need to be less concerned about 

appropriation because networks depend on the social control of behaviour through 

trust and moral obligation, not formal contracts. If there is a breach, business and 

personal reputations are at stake that may greatly affect economics rent in and 

beyond the spot transaction. (Oviatt and McDougall 1994, 55)

However, it is worrying that a study (Varis et al 2004 in Äijö, Kuivalainen, 

Saarenketo, Lindqvist and Hanninen 2005, 104) shows that Finnish software 

companies have not evaluated their own strengths and weaknesses thoroughly 

enough to be able to establish fruitful relationships. This means that Finnish firms 

might have a fundamental disadvantage in making use of cooperative strategies.
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3D PLC Model

Autio, Lummaa and Arenius (2002, 4) introduce a model to analyse born global 

Strategies (3D) and the utilisation of value networks (PLC). The first component 

of the model is based on three dimensions (3D): Depth, Distance and Diversity of 

the firms’ international activities and as an additional component, the Speed with 

which the internationalisation process unfolds along these dimensions, as seen 

below. The evidence from these dimensions is used for the PLC component to 

elaborate the firm’s network (or partnership or cooperation) strategy: positioning 

(how to secure critical resources and externalities), leveraging (how to catalyse 

externalities) and consolidation (how to solidify sustainable operation).

Distance

Diversity

Time in which 
company has 
advanced along the 
measured depth, 
distance and 
diversity of 
internationalisation

Type and total number of different 
international market entry modes 
(operational modes)

Number of:
- countries where established presence
- cultural clusters where established 
presence (cultural distance)
- geographic regions where established 
presence (geographic distance)

- Number and type of value chain 
functions in foreign markets
- Degree of infon of the inf 1 value 
chain activities
- Foreign sales to total sales
- Percentage of employees in foreign 
operations

Figure 6. Measures for depth, distance and diversity (Source: Autio, Lummaa and Arenius 2002,

5)

The main points in the PLC model from the internationalisation and a managerial 

point of view are
(i) In terms of positioning, i.e. in order to secure critical resources and 

externalities:

• International extension, penetration or integration should be used

• Social networks of the management should be utilised

• Roles of the network members should be analysed thoroughly
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(ii) In terms of leveraging, i.e. how to catalyse externalities:

• Invest in relation-specific assets

• Create unique resources by combining complementary but scarce 

resources

• Minimise transaction costs

(iii) In terms of consolidation, i.e. how to solidify sustainable operation:

• Ensure power, strength of relationship and importance in the 

network by economic base, expertise, trust or legitimacy

Finally, as a result of analysing bom globals by the model described above, Autio, 

Lummaa and Arenius (2002, 7) come up with three different types of bom global 

strategies. They are summarised in the figure below.

Speed Depth Diversity
Global Conqueror High Low High
Market Conqueror High Low
Global Growth
Seeker

Low

Table 6. Theoretical categorisation of bom global companies (Source: Autio, Lummaa and 

Arenius 2002, 7)

Common to all categories is high speed. The variations in the combinations of 

depth and diversity explain the differences between the categories. Global 

conquerors establish global sales force and localised production through fast and 

light rollouts. Market conquerors target a specific market and establish a stand

alone office there. Global growth seekers start internationalisation slowly but 

increase the speed exponentially once internationalisation has started. They 

establish presence in different markets for increasing control in markets, 

strengthening sales and improving product localisation. (Autio, Lummaa and 

Arenius 2002, 7) (It is not explained why the distance dimension is not included 

in this table or why all categories cannot have the value ‘high’.)

Even though 3D PLC is introduced as a new model, it resembles a lot the 

POM$ICA model of internationalisation and the cooperative aspect in the holistic
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process if internationalisation model (Luostarinen, 1994). Depth, by Autio, 

Lummaa and Arenius’s (2002, 4) definition, refers to the number of value chain 

functions established in each of the target markets, and is thus close to the concept 

of focus in the 1990s globalisation strategies (Luostarinen 2003). Distance refers 

to the psychic and geographic distance of the markets to which the 

internationalising firm extends its reach (Autio, Lummaa and Arenius 2002, 5). In 

effect, the concept of distance is the same as the market element in the POM 

model. Diversity refers to the number of entry modes employed by the rapidly 

internationalising firm (Autio, Lummaa and Arenius 2002, 5). This is very similar 

to the operation element in the POM model. Also in the POM model for analysing 

bom globals speed is by definition an essential concept and prerequisite to being a 

bom global.

Furthermore, the PLC (positioning, leverage, consolidation) are concepts familiar 

in the POM$ICA world of bom globals too. In effect, the PLC model deals with 

what is called cooperative strategy in the holistic process of internationalisation 

(Luostarinen 1994).

Autio, Lummaa and Arenius (2002) do not offer any normative advice on which 

strategy (among the categories in table 6) should be used in what kind of a 

situation, or competitive environment. They however report that a case study of 

four Finnish bom globals conducted (Autio, Lummaa and Arenius 2002, 6) 

reveals that the most common (two out of four) type of born global was market 

conqueror that concentrates on few markets but establish wholly owned 

subsidiaries there. However, maybe the most significant finding of the case study 

(Autio, Lummaa and Arenius 2002, 6) was that the firms ’ value networks played a 

very important role in the internationalisation process, as catalysts for further 

expansion and insulation against competition.

Overall, the implications of the born global characteristics and strategies to 

financing strategies are very challenging. The characteristics themselves and the
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simultaneous development of strengths and excellencies in all fronts globally 

devours enormous amounts of money. (Luostarinen 2003) This is summarised by 

the table below.

POMSICA element Born Global characteristic Resource
requirements

Product Intense R&D before having a standard 
product, continuous R&D necessary

High

Customer Global segment served with a standardised 
but modular and customisable product

Scale economies 
reduce requirements

Operation NIMOs relatively inexpensive but fast growth 
poses challenges

High

Intermediate Hybrid strategy and leveraging of channel 
partners’ resources

Reduces resource 
requirements

Market Fast and simultaneous global diversification High

Pricing First-movers can price profitably but 
competition reduces prices

Some but little 
contribution from 

cash flow
Advertising/Promotion/
Branding/Sales

Global brand, intensive sales and marketing 
efforts

High but can be 
reduced buy 

cooperative strategies
Table 7. Implications of born global characteristics to financing

The resource requirements are also well illustrated by the profit circle model

below (Luostarinen 2003).

Cost
Leader

Price
Leader

Manag-

Leader

Profit
Leader

Product
Leader

Information, 
Logistics or 

Finance 
Leader

Purchas
ing or 

Marketing 
Leader Process

Leader R&D
Leader

Figure 7. Profit Circle Model (Source: Luostarinen 2003)
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According to the traditional understanding of the profit circle theory a firm starts 

building excellencies one by one, starting from product excellence and proceeding 

through price, profit, R&D, process, cost and purchasing or marketing leaderships 

to information, logistics and/or finance leaderships. (Luostarinen 2003) However, 

a bom global faces an enormous task in having to build several excellencies 

simultaneously and usually by not having the support of financial resources built 

up as a process of having a product leadership and being able to become a profit 

leader.

In fact, the profit circle of a bom global might even be reversal comparing to the 

traditional model. In practice this would mean building up business with the help 

of external financing, i.e. achieving a financial excellence very early on to finance 

intensive R&D needed for knowledge-intensive firms. However, it is not entirely 

clear which parts of the profit cycle bom globals should emphasise in order to 

succeed in the competitive global markets. The born global theory however 

implies, that other important excellencies in the early stages of a born global’s life 

are marketing excellence and R&D excellence. Evidence for this is sought in the 

empirical part of this study.

Financing of Born Globals

Research on financing of bom globals is still rather limited. Cardwell, Mäkelä, 

Jokinen and Kumpulainen (1999) studied how Finnish venture capital industry 

can interact with foreign investors in a way that promotes the growth of Finnish 

technology-based firms, and also assessed the needs of early-stage rapidly 

internationalising Finnish technology companies, as well as the existing ability of 

Finnish investors to meet those needs. Saemundssen (2000) analysed the situation 

specificity of resource needs of Swedish new technology-based firms, including 

financial resources. Zahra et al (2000, in Zahra and George 2002) studied the 

relationship between the past return on equity (ROE) of a venture with the speed 

and degree of sales internationalisation. Luostarinen and Gabrielsson (2002) 

touch upon financing strategies in their study on globalisation and global
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marketing strategies of bom globals in SMOPECs. Autio, Lummaa and Arenius 

(2002, 7) mention in their paper on bom global strategies, that the amount of 

capital affects the development of distance (markets) and diversity (operations) of 

internationalisation. Saemundsson (2003) also studied the growth process of 

young technology-based firms and the role of venture capital and acquisitions for 

the emergence of medium-sized technology-intensive firms. Gabrielsson, Sasi and 

Darling (2004, 2) explored financing strategies and the commensurate finance 

management capabilities on the globalisation of Finnish bom international and 

bom global firms.

It appears that most of the studies above are concerned with financing needs of 

bom globals. It is of course a logical starting point for the enquiry on bom global 

financing is to analyse the resource requirements of bom globals (Gabrielsson, 

Sasi and Darling 2004, 7). Firms entering foreign markets step by step can adjust 

their resources and capabilities gradually, whereas bom globals need to respond 

very fast to opportunities in the global market place. Rapid globalisation is 

expected to put extremely high pressure on organising financial resources for a 

faster, deeper and more expansive global commitment. The needs of bom globals 

for financial resources can be summarised as follows: (Gabrielsson, Sasi and 

Darling 2004, 7)

• Bom globals lack cash flow but have high research and development costs

• Demand for finance takes the form of “steps” rather than developing 

gradually

• High growth requires relatively large amounts of working capital

Cardwell, Mäkelä, Jokinen and Kumpulainen (1999, 34) look beyond the capital 

requirements and point out that Finnish SMEs need to find agents and dealers, 

require help in planning international operations, need assistance in financial 

management and in introducing the company to new international clients and 

supporters, as well to other local risk financiers and consultants. They also add 

findings from earlier studies, namely need for management skills, help in
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commercial management and marketing support. Furthermore, Gabrielsson, S asi 

and Darling (2004, 8-9) state that one of the main concerns for born globals is the 

source of finance expertise that will allow the firm achieve that level of 

competitive advantage desired in the marketplace. Bom globals often use external 

linkages to strengthen their finance and financial management capabilities, 

whereas core competencies in business operations are developed “in-house”. 

(Gabrielsson, Sasi and Darling 2004, 8-9)

The following table depicts the phases in the evolutionary process and financial 

sources in corresponding phases (Gabrielsson, Sasi and Darling 2004, 9-12) 

compared with the authors’ empirical results (Gabrielsson, Sasi and Darling 2004, 

14-17). Exceptions from the assumptions are in italics.

Phase Source (theory) Source (empirical findings)
Establishment phase Founder’s investment

Sweat capital

Informal venture capital 
Governmental seed money
Public venture capital

Founder’s investment: (i) minimum
legal capital at start, (ii) sweat 
capital
Bank loans (if collateral available) 
Informal venture capital
Governmental seed money (Tekes) 
Public venture capital (Sitra, Kera, 
Ministry for Trade and Industry)

International phase Domestic/global private venture 
funds
Public venture capital

Domestic/international private
venture funds
Public venture capital (Sitra)
IPO
Internal funds

Global phase Global venture capital
Global partner resources
IPO

International venture capital
Global partner resources
IPO

Table 8. Sources of finance in different stages (Source: Gabrielsson, Sasi and Darling 2004)

The main exceptions from the assumptions made by the authors are that in the 

establishment phase also bank loans were used. Furthermore, in an international 

phase firms had surprisingly no global venture capitalists as investors, and that 

some firms also relied on internal finance (cash flow) as well as were capable of 

getting listed. In the global phase firms still had no access to global venture 

capital but this was balanced by a couple of firms cooperation with global 

partners.
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Saemundsson’s (2000, 13) cross-sectional survey of 344 Swedish small and 

medium-based new technology-based firms came up with similar results. The 

most important sources of financing for them were (in the order of importance) 

own capital, venture capital, bank loans, prepayment or loan from customers, 

government grants or loans and angel finance. Acquisitions were another 

significant source of funding among medium-sized firms, while venture capital 

was important in the early phase. Saemundsson did not find any connection 

between having obtained venture capital financing and later being acquired. 

(Saemundsson 2003, 50-51)

The results of Saemundsson (2000, 14) also did not give any indication of a link 

between growth and a certain source of financing. However, it was found out that 

those firms that had been externally financed all their life were developing new, 

untested technologies in an established industry. Somewhat surprisingly getting 

access to external finances had not been the largest problem in these firms, 

although previous studies referred to have found that lack of capital as the greatest 

barrier to growth in new technology-based firms. Lack of capital has also been the 

most important reason for Swedish new technology-based firms to sell out to 

larger firms. (Saemundsson 2000, 12-14)

Zahra et al (2000, in Zahra and George 2002) found out that there is a positive 

relationship between the past return on equity (ROE) of a venture and the speed 

and degree of sales internationalisation. They, however, point out that it is 

possible that financial performance may not play a key role in explaining the 

internationalisation of new ventures’ sales, because some new ventures - 

regardless of their financial position - expand internationally to achieve a variety 

of strategic goals.

A very interesting finding of Saemundsson’s study (2000, 10-16) was that in order 

to grow, new technology-based firms have to have willingness to grow, and

52



willingness to accept the consequences of growth : new owners and increasingly 

formalised, professional management practices often demanded by external 

owners such as venture capitalists. In other words, if founders do not accept new 

owners it might prevent them from getting access to a number of important 

resources that might otherwise not be available, ultimately from growing 

(Saemundsson 2000, 15). Saemundsson (2003, 51) also found out that firms 

attaining reinforced growth had added new owners. Gabrielsson, Sasi and Darling 

(2004, 18), nevertheless, point out that giving too large a share to venture 

capitalists is not advisable since they easily take control of the company and their 

objectives may differ from those of the founders.

Furthermore, Saemundsson (2000, 15-16) argues that because of situation 

dependency there cannot be specific patterns in the resource needs and patterns of 

resource access for a whole population of new technology-based firms. This is a 

very important insight when analysing the choices made by bom globals 

concerning their finance strategies. The argument is build as follows. First, 

resources in themselves do not create value but it is their combination that is 

important, and in order to succeed with resource combinations, meta resources, 

such as business and management competence, are more important. 

Entrepreneurial orientation has a moderating effect on how resources and the 

environment affect the growth of firms. Secondly, what resources are needed and 

the possibilities for accessing them are based on the situation of the small firm, 

for example the competence of the founders, the technology and the industry. 

Certain industries might have easier access to venture capital while others might 

have to cooperate with other industrial actors such as large firms. (Saemundsson 

2000, 15-16) According to Saemundsson (2000, 16) different sources are also 

important from an economic perspective, as increased variety will make the 

economy more flexible and open for the exploitation of new opportunities that 

might not be based on previous economic activity.
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Gabrielsson, Sasi and Darling (2004, 2) also found out that overall the born 

globals studied had greater access to superior financial resources and stronger 

finance-related managerial resources right from the start-up phase than born 

internationals. Gabrielsson, Sasi and Darling (2004, 2) also argue that the bom 

globals’ rapid expansion into global markets in comparison to bom internationals 

can partially be explained by the fact that bom globals were able to more quickly 

obtain global management-related skills and industry-specific business 

experience through the use of external business partners and venture capitalists. 

Global venture capitalists should be preferred due to their global management 

skills. Another viable source is to partner with a global company, which can, for 

instance, be a global customer, supplier or other stakeholder. (Gabrielsson, Sasi 

and Darling 2004, 18)

Cardwell, Mäkelä, Jokinen and Kumpulainen (1999, 119) look at this from a 

different starting point and argue that venture capitalists with access to the widest 

supply of capital has a lower cost of capital. Its bargaining power is high and a 

lower level of return is needed for investor. Therefore, more favourable terms can 

be passed on and this means more potential return to entrepreneurs. This is the 

logic based on which Cardwell, Mäkelä, Jokinen and Kumpulainen (1999, 22-25) 

that structuring relationships of investors gives potential to most value creation. 

They support especially syndication, in which the local partner builds credibility 

and deals with mechanics of the deal locally, and the foreign partner builds a 

global network and uses its competitive advantage in analysing the markets, 

competition and future potential.

Luostarinen and Gabrielsson (2002, 28) report that the business environment has 

changed tremendously after the stock market bubble and that has left born globals 

unprepared to cope with the requirements of their strategies. The consequences of 

the change are that there is lack of venture capital financing, lack of bank funding 

due to lack of collaterals and lack of governmental agency funding due to lack of 

a supporting policy. Thus, they argue, bom globals pay a high price for any
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financing. Furthermore, if they fail to get further funding, they are forced to stop 

R&D, fire experts, transfer R&D experts to working on customer adaptations and 

sales, revise business plans, cut costs. Another solution is to turn to new venture 

capitalists or business angels. (Luostarinen and Gabrielsson 2002, 29)

Luostarinen and Gabrielsson (2002, 30) categorise born globals affected by the 

changing financial circumstances into four groups based on the timing of their 

establishment:
• "Too-latecomers " that were established one to two years prior to the crisis 

and went bankrupt. They had made overly large investments at a non

commercial stage based on their first financing round, but never reached a 

second financing round

• "Established early-enough " are firms that had got convincing global sales 

references and had entered the growth stage

• "In-between " firms that had to cut costs and made disinvestments abroad 

due to the crisis
"Established after the crisis" firms faced harsh reality and in some 

circumstances they have followed a traditional 

intemationalisation/globalisation process instead a pure bom global 

strategy, due to lack of financial resources

2.3 Financing of Internationalisation Literature

2.3.1 Entrepreneurial Finance Literature

The table below summarises the theoretical approaches reviewed in this section 

and their link to this study. The review of the theoretical approaches to 

entrepreneurial finance reveals the suitability of issues of this field as a basis for 

the preliminary conceptual framework for analysing financing of bom globals.

55



Author Theory/
theoretical
approach

Link, application in the present study

Timmons 1994, 
Virtanen 1996

Entrepreneurial 
finance, 
entrepreneurial 
finance market

Predictions as to role of creativity, innovation, 
management skills, business know-how and risk in 
financing of entrepreneurial firms
Predictions as to the characteristics of entrepreneurial 
finance and the entrepreneurial finance market

Gansel 2005 
Gompers and
Lemer 2001

Financial 
planning in new 
venture creation

Predictions as to the correlation between planning and 
success of bom globals
Predictions as to the linkages of uses of funds, capital 
requirements and sources of funds for born globals 
Predictions as to the importance of cash planning of born 
globals
Predictions as to the strategic importance of financial 
planning for bom globals

Virtanen 1996, 
Berger and Udell
1998, McHuggh
1999, Hyytinen 
and Pajarinen
2001, Kelly 2003, 
Hsu 2004, Finnish 
Venture Capital 
Association 2005

Sources of 
financing for 
entrepreneurial 
firms

Financial growth 
cycle

Predictions as to the typical sources of funds for born 
globals and reasons behind them
Predictions as to the financial constraints of bom globals 
Predictions as to the stages of a bom global lifecycle and 
financing related to them

Virtanen 1996, 
Berger and Udell 
1998, Hyytinen 
and Pajarinen
2001, Sheehan 
and Graham 2001, 
Brealey and
Myers 2003,

Pecking order 
theory

Pecking order 
scale for new 
high-tech firms

Predictions as to the order to preference of financing 
sources for born globals in different circumstances

Table 9. Summary of theoretical approaches of entrepreneurial finance and their links to the

present study

Entrepreneurial finance is a good starting point from which to approach financing 

of internationalisation and financing of bom globals. This is because 

entrepreneurial finance is capable of analysing financing of ventures holistically, 

i.e. the analysis takes into account also other factors than just money. This is 

important because financing a venture includes all aspects of a new business, not 

just a separate investment (Virtanen 1996, 17). Moreover, the research area of 

bom global is, as explained before, a result of cross-fertilisation between 

international business research and international entrepreneurship.
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However, it is recognised that compared to modem finance, entrepreneurship 

research and entrepreneurial finance have several shortcomings as far as theory 

perspective is concerned. Instead a consistent universal theory to synthesise 

different viewpoints and intermediating variables, entrepreneurship consists of 

different approaches including psychology, sociology, anthropology, regional 

science and economics in trying to understand motives behind entrepreneurial 

activity. On the other hand, entrepreneurship is still a preferred approach, because 

research methods of modem finance exclude characteristics central to new 

ventures and might ignore significant causal relationships. (Virtanen 1996, 67-68)

Characteristics of entrepreneurial finance

Entrepreneurial finance is an emerging area, positioned between entrepreneurship 

and finance. According to Virtanen (1996, 86) there exists no accurate, universal 

theoretical framework, nor an exact definition of entrepreneurial finance in the 

literature. However, central issues in entrepreneurial finance are thought to be 

value creation for shareholders, customers and employees, slicing the value pie 

(i.e. allocation of risk and return and timing in relation to cash and risk) and 

covering of risks (i.e. connected to different forms of capital) (Timmons 1994, 

446). Entrepreneurial finance is financing for entrepreneurial firms in an 

entrepreneurial phase. This phase is defined as the period between the generation 

of the business idea and the point when the shares of the firm will be publicly 

traded (Virtanen 1996, 83). The entrepreneurial phase can also be discontinued.

An entrepreneurial firm is a company that uses more talent (intangible assets such 

as creativity and innovation) than ordinary firms, which often focus on 

accumulating tangible assets. Consequently, risk and uncertainty are high, as most 

of the firm value is connected with future growth prospects (i.e. real options) than 

tangible assets (Virtanen 1996, 89). From the perspective of an entrepreneur 

entrepreneurial finance requires high creativity and innovativeness as well as high 

level of management skills. These qualities distinguish entrepreneurial finance 

from other forms of finance (see figure 9 below). (Virtanen 1996, 88-89)
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High R&D (Techno) FinanceCreativity and 
Innovation / 
Risk and 
Uncertainty Low / 

Small

Small Business Finance

Entrepreneurial Finance

Corporate Finance

Management Skills and Business 
Know-How / Size

High/
Large

Figure 8. Typology of finance in relation to creativity and innovation, and management skills and 

business know-how; and risk and uncertainty and size. (Source: Virtanen 1996, 90)

The most important difference between corporate finance and entrepreneurial 

finance is that the former assumes that the dollar of the owner has the same value 

as the dollar of an external equity investor. In entrepreneurial finance this is not 

necessarily true if the financier is capable of adding value more than money. The 

importance of the entrepreneur and management team in generating market value 

is a characteristic of entrepreneurial finance that may not have a match in 

corporate finance. Thus the entrepreneur could be seen as a firm-specific asset in 

valuation process. (Virtanen 1996, 97)

The characteristics of entrepreneurial finance also apply to born global firms. 

Creativity and innovation, and management skills and business know-how are 

also central to creating a successful bom global firm. Bom globals also carry a 

high risk and uncertainty, when trying to grow into a large firm. Thus 

entrepreneurial finance is a good framework in analysing the financing strategies 

of bom globals.

Entrepreneurial finance market

Even though international entrepreneurship has already been discussed, we need 

to take a step backwards and review the basic concepts of entrepreneur and 

entrepreneurship in order to understand the perspective of entrepreneurial finance 

literature. Entrepreneurship is a dynamic process created and managed by an 

individual (the entrepreneur), which strives to exploit economic innovation to 

create new value in the market. (Virtanen 1996, 81) An entrepreneur is a person, 

who has entrepreneurial mind with a strong need for achievement. Creating value
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and exploiting innovation imply growth of a venture. In essence, goal of 

entrepreneurial activity is to create value. That creates patience and long-term 

commitment as well as a competitive attitude and entrepreneurial mind. (Virtanen 

1996,85)

The characteristics of entrepreneurial finance market are summarised below. The 

most important characteristics from a venture’s perspective are in bold.

Entrepreneurial finance market and ventures
Market - market inaccessible, unorganised and often invisible

- very few transactions during the entrepreneurial phase; prices 
not quoted daily

- defies the direct relationship of risk and return
Changes and 
characteristics in 
financing

- changes in financing volatile
- value created in the long run
- milestone-based; staged financing to reduce risks
- capital earmarked

Accounting and valuation - cash flow and cash are the king and the queen!
- intangible assets and growth opportunities are the most 

valuable assets
- monitoring costs are connected to human capital benefits
- valuation of firm based more on intuition and qualitative 

data than on accurate computer modelling
Value added - financing, especially external equity, creates value added other 

than money
- commitment shown by equity participation, personal wealth 

and intensive effort
Goals and objectives - main goal: create value in the long run
Management and control - management and control inseparable

- ownership more concentrated
- hands-on practices common

Table 10. Characteristics of entrepreneurial finance markets and companies (Modified from 

Virtanen 1996, 96)

Financial planning in new venture creation

Gansel (2005, 1) argues that there is a positive correlation between a planning 

intensity and the success of a business venture. Although details concerning 

financial planning are beyond the scope of this study, an overview of the issue is 

important in order to understand linkages between sources and uses of funds. 

Financial planning is defined as the process of systematic and quantitative 

forecasting of all cash in and outflows relevant for the exploitation of 

entrepreneurial opportunities, in order to support financial decisions within the
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future planning period. The essence is on the notional anticipation of future 

outcomes and the application of an appropriate decision making mechanism. 

Financial planning, viewed in this light, serves as a mechanism for dealing with 

uncertainties, which are very high in new ventures. (Gansel 2005, 2) Gansel 

(2005, 1) presents a comprehensive framework (below) that draws out 

interdependencies among the financial planning components, elements and 

individual items.

Planning of 
Financing

Planning of 
Expenses

Planning of 
Revenues

Planning of 
Investments
(necessary

nonrecurring
investments)

Planning of Financial elements

Cash Flow Planning
(from operations, investing, financing)

Planning of 
Capital 

Requirements
(nonrecurring 

investments and 
recurring 
expenses)

“Footnotes” (assumptions, connections, schedules, methods)

Operating Income

Sales
- Expenses 

- Depreciation

Net Income

Income
Statement
Planning

- Interest
- TaxesTotal Liabilities 

and Equity

Balance Sheet 
Planning

Fixed Assets 
Current Assets

Equity Capital 
Debt Capital

Total Assets

Figure 9. Conceptual framework of financial planning in new venture creation (Source: Gansel 

2005, 7)
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The framework comprises five financial planning elements (that firms should 

complete periodically) concerning sales, related expenses, investments, capital 

requirements and financing, which result in three components: planning of income 

statement, balance sheet and cash flow statement. In other words, before thinking 

of sources of financing, the firm needs to have a clear idea about its capital 

requirements, which are originally determined by the planned uses of funds in 

investments and obligatory recurring expenses. Gansel (2005), however, does not 

explicitly comment on the effect of strategic choices (other than the production 

plan) and their effects to investment needs, estimated expenses and consequently 

capital requirements. The foundation of the financial planning process is build up 

upon information about the new venture, market analysis and a SWOT analysis as 

a basis for assumptions and connections. (Gansel 2005, 6) However, the model is 

not directly applicable to bom globals. If the venture is financed with venture 

capital or considerable changes in equity are expected, a fourth component, the 

“statement of stockholders equity”, would provide a better understanding of the 

equity events and transactions.

It is also important to do cash flow planning on the basis of all other planning 

components and elements. It strives to identify the optimal amount of cash flows. 

Most important is to maintain liquidity, since unprofitable firms with positive 

cash flows may still operate, but profitable ventures with a lack of cash will 

become insolvent. In addition, a surplus of liquidity is undesirable because this 

would counteract profitability. International accounting standards provide a 

structural classification of cash flows in terms of operating, investing, and 

financing activities. (Gansel 2005, 5)

Also Gompers and Lemer (2001, 11) touch upon financial planning, but from a 

more strategic point of view. They point out that the ability of a young company 

to grow rapidly and respond swiftly to changing competitive conditions is a key 

source of its competitive advantage, if not its survival. However, uncertainty, 

information gaps, soft assets and changing market conditions hinder this ability
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(Gompers and Lemer 2001, 11). In order to address these difficulties, 

entrepreneurs should:

• Get a better sense of the risks in their industry and business and 

communicate these to investors

• Enumerate and set clear goals and timelines to reduce information gaps

• Communicate clearly what the firm’s assets, both soft and hard, are, and

• Think critically about financial and product market cycles and the 

challenges that they pose to the company’s business model.

Sources offunds for entrepreneurial firms

The issues surrounding capital structure for small businesses are generally 

different than those that are most important for large corporations, and often 

involve the intertwining of personal finances of the entrepreneur and other 

insiders with the finances of the firm. In addition, small businesses generally 

receive their external funding in private equity and debt markets, rather than 

public markets (Berger and Udell 1998, 49). Hsu (2004, 3) nevertheless points out 

that start-ups are not pursuing funding resources randomly.

A concept often associated with entrepreneurial finance is that of bootstrapping, 

defined as highly creative ways of acquiring the use of resources without 

borrowing money or raising equity financing from traditional sources. Another 

important concept worth mentioning here is that of sweat capital. This means 

personal commitment of resources by entrepreneurs to signal to other resource 

providers of his intentions towards building the venture. Existence of sweat 

capital is considered the initial “acid test” of whether entrepreneurs thinks their 

business idea is “good enough” to invest their own time and money into it. In 

addition to time, sweat capital also means that entrepreneurs are ready to work 

towards the venture with substantially reduced levels of compensation than they 

could attain externally. (Kelly 2003, 7-8)
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Virtanen (1996), Hyytinen and Pajarinen (923) and Berger and Udell (1998), 

among others, have reviewed alternative sources of funds for entrepreneurial 

firms, and the logic behind their choices concerning financing sources. In studying 

growth-oriented ventures, the assumption is that the profitability of financial 

distress is so large that the owners are discouraged from entering the debt market. 

On the other hand, the risk of default is so high that it would probably be against 

usury laws to request a premium high enough to cover the loss expectations. 

(Virtanen 1996, 989)

Hyytinen and Pajarinen (2004) explain why the financial constraints are acute for 

young firms. The central explanation is their information opacity, which means 

that only limited amount of information is available on young firms and it is 

subsequently difficult to assess the creditworthiness of such firms. The reason is 

that entrepreneurial ventures are subject to far less restrictive disclosure laws 

relative to large, publicly held corporations, and their income and accounts are not 

easily verifiable by a court of law (de Bettignies 2004, 2). Because of their 

informational opacity, small businesses are arguably likely to bear a 

disproportionate share of loss of funding that occurs when there is market failure 

(Berger and Udell 1998, 39).

In a growth-oriented venture, liquidity problems are closely connected with the 

capital problem per se. Growth objectives set higher requirements for the amount 

of working capital. External debt increases the cash outflow in the form of interest 

and repayments. Debt financing involves repetitive money outflow and thus 

deteriorates the liquidity of a company. In this case the total costs of financing 

should also include the opportunity cost of deteriorating liquidity. (Virtanen 1996, 

17)

Both Virtanen (1996, 99) and Berger and Udell (1998, 8) present a model of 

financing sources in different environments, and their importance in different
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stages of company’s history (seed, start-up, growth and maturity phases3). Berger 

and Udell (1998) call their model the financial growth cycle of small business, by 

which they mean that financial needs and options change as the business grows, 

gains further experience and becomes less informationally opaque. Berger and 

Udell’s model ignores funding from strategic alliances. Virtanen’s (1996) model 

(below) excludes loans, grants and subsidies from governmental organisations in 

the early development stages.

Form of capital (shaded area: entrepreneurial finance) Stage
DEBT EQUITY
Internal Seed
Loans from owners/ shareholders Equity capital: savings of 

entrepreneur/ spouse
Retained earnings
Depreciation etc Start-up

Informal external Seed
Loans from relatives, friends etc.
Trade credit

Investments by business angels, 
relatives, friends Start-up

External finance Seed
Loans from commercial and other 
banks, finance and insurance
companies, government agencies and 
other public financing

Venture capital companies Start-up
Second stage 
Third stage 
Acquisition / 
buyout

Development companies
Investment companies
Holding companies etc.

Public markets
Bonds and depen tures Stock issues

Table 11. Sources of funds and their importance in different stages (Source: Virtanen 1996, 99)

3 These are the terms used in this study. However, some authors also call the start-up phase an 
early phase, the growth phase expansion and the maturity phase as the profitable phase (Horwath
2001,6).
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Berger and Udell (1998) laid out their model as follows.

Firm size, 
firm age
Information
Availability
Very small firms, 
possible with no 
collateral of track 
record

Small firms, with 
high growth potential 
but often limited 
track record

Medium-sized firms.
Some track record. 
Collateral available, if 
necessary.

Large firms of
known risk and 
track record.

Initial Insider Finance
Angel Finance Venture Capital Public Equity

Trade credit
Commercial paper

Short-term financial institutions loans
Intermediate financial institutions loans

Medium Term Notes
Mezzanine Fund Financing

Private Placements
Public Debt

Figure 10. Firm continuum and sources of finance (Source: Berger and Udell 1998, 69)

The funding options according to company in a growth phase have also been 

classified by McHugh (1999 in Äijö, Kuivalainen, Saarenketo, Lindqvist and 

Hanninen 2005, 78) as follows.

Seed Growth Expansion
Business Angels YES Possibly No
Venture Capital Possible YES YES
Trade Investor Possible Possibly YES
IPO Possibly YES
Table 12. Funding options in each growth stage (Source: Äijä, Kuivalainen, Saarenketo, Lindqvist

and Hanninen 2005, 78)

Finnish Venture Capital Association (2005) defines the stages of company life 

cycle and the financing related to them as:

• Seed, financing provided to research, assess and develop an initial concept 

before a business has reached the start-up phase
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• Start-up: financing provided to companies for product development stage 

and which require further funds to initiate commercial manufacturing and 

sales. They will not yet generate a profit

• Expansion (/Growth): financing provided for the growth and expansion of 

an operating company, which may or may not be breaking even and 

trading profitably. Capital may be used to finance increased production 

capacity, market or product development, and/or to provide additional 

working capital

• Bridge financing: financing made available to a company in the period 

from being privately owned to being publicly quoted

The models above describe that seed phase financing is heavily dependent on 

initial insider finance (savings, cash flow from revenues, retained earnings), trade 

credit, and informal external finance (angel finance). Also informal external 

finance (loans from relatives and friends) is possible. The reason is that these 

firms are most informationally opaque, and thus have most difficulties in 

obtaining intermediated external finance. At start-up phase firm develops a 

business plan, which is used as a sales document to obtain external finance, 

according to Berger and Udell (1998) angel finance. Virtanen includes also 

venture capital, while Berger argues that venture capital would typically come 

later, after the product has successfully been test-marketed, to finance full-scale 

marketing and production. His model implies that venture capitalists invest in 

companies that have already received one or more rounds of angel finance. 

(Berger and Udell 1998, 9; Virtanen 1996, 99-103)

Berger and Udell (1998, 13) argue that the model’s sources of finance are 

interlinked. Along the life cycle different sources of funding may be substitutes or 

complements according to circumstances and other external effects. Each external 

financing contract is constructed in anticipation of possible future financing 

rounds and sources, and eventually IPO. Also the expected effects of one type of
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finance on the future cost and availability of other types play a part in the 

financial growth cycle. (Berger and Udell 1998, 13-14)

Order of preference of financing sources

Virtanen (1996, 46) writes that a typical characteristic of European entrepreneurs 

is that they are reluctant to have external equity holders. The models above also 

imply that entrepreneurial firms prefer equity capital to debt capital and internal 

to external capital. Also, as the internal resources of growth-oriented ventures are 

usually scarce, the assumption is that entrepreneurial finance mainly consists of 

external equity, i.e. formal and informal venture capital (Virtanen 1996, 91). From 

this follows the connection between entrepreneurial finance and venture capital: 

to achieve success in venture capital investment is to facilitate the entrepreneurial 

process (Virtanen 1996).

The order of preference of financing sources is explained by the pecking order 

theory. In effect, the order of preferred capital for entrepreneurial firms is reversed 

compared to the traditional pecking order theory that imply that firms prefer 

internal finance and if they resort external finance, they issue the safest security, 

debt, first, followed by hybrid securities such as convertible bonds and equity. 

What causes the reversal? Traditional calculations indicate that costs of external 

debt are lower than costs of external equity (for example because of tax shield 

effect) but they ignore the value creation aspects. (Virtanen 1996, 100)

The pecking order hypothesis states that those firms that have valuable intangible 

assets and growth opportunities tend to borrow less than those who hold mainly 

tangible assets. Level of borrowing is dependent on the type of asset, not just the 

value and risk of assets. (Brealey and Myers 2003, 513) In other words, the debt 

capacity of an asset, i.e. the amount of debt that a firm optimally raises for an 

incremental venture, may be less (or even negative) for growth options than for 

‘assets in place’ (Barclay, Morellec and Smith 2001 in Hyytinen and Pajarinen 

2002a, 1). Hyytinen and Pajarinen also show that growth options generated by
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R&D firms have a disproportionately low debt capacity in the ICT sector. They 

also point out that greater reliance on equity finance makes R&D intensive small 

businesses more vulnerable to changes in macroeconomic conditions, shifts in 

venture capitalists’ confidence and the clustering of equity offerings over time. 

(Hyytinen and Pajarinen 2002a, 18)

Also from a motivational perspective of an entrepreneur value-creation and debt 

are incompatible: if most of the potential value of a venture is withdrawn by debt 

holders, the incentive of managers is diminished (Virtanen 1996, 100). 

Furthermore, because many small firms will at some point of their life cycle 

become acquired by large firms, the appropriability of innovations depends on the 

on the value of the firm and therefore on the value maximising capital structure. 

This is turn suggests that especially in the ICT sector, the appropriability of 

innovations and hence the incentives to innovate in the first place may be related 

to the availability of equity finance on the market place. (Hyytinen and Pajarinen 

2002a, 18)

Sheehan and Graham (2001, 6) propose a reversed pecking order to guide the 

capital structure choices of new high-tech firms, especially. They have extended 

the theory by taking into account the effect of the prevailing market, industry and 

company specific factors. Sheehan and Graham (2001, 6) argue that firms in a 

growing market and positive business environment favour equity. For example, 

the economic conditions of the 1990s favoured equity finance and equity values 

were at relatively high historic levels. However, individual industries and firms 

may vary from the model presented above, because industry and firm-specific 

factors carry more weight than the market forces (Sheehan and Graham 2001, 6). 

In terms of industry characteristics, firms in a new industry, in which entry 

barriers and risks are high, favour equity.

Although literature on entrepreneurship has expanded to embrace also the 

international aspects of it (as explained in the beginning of this study), research on
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financing of international enterprises is rather limited. In fact, namely 

international business scholars all around the world have made advances in the 

field of international entrepreneurship after the emergence of born global 

phenomenon.

2.3.2 Venture Capital Literature

One of the widest areas in entrepreneurship literature is venture capital research 

(Virtanen 1996, 67-68). Some of the central aspects of the venture capital 

literature that are important to understanding financing of bom globals as well, are 

reviewed in this chapter. Because technical details are out of the scope of this 

study, details concerning the venture capital process and instmments used are 

touched upon only briefly. The table below summarises the theoretical approaches 

reviewed in this section and their link to this study.

Author Theory / theoretical 
approach

Link, application in the present 
study

Bygrave and Timmons 1992, 
Gompers 1994, Virtanen 1996, 
Malinen, Rislakki and Sinervo 2001, 
Horvath 2001, Maula 2001, Finnish 
Venture Capital Association 2005

Venture capital Predictions as to the 
characteristics of venture capital, 
the venture capital market, venture 
capital firms and venture capital 
investors

Timmons 1994, Virtanen 1996, 
Davila, Foster and Gupta 2001, 
Maula 2001, Seppä and Maula 2001, 
Engel 2002, Hellman and Puri 2002, 
Hsu 2004

Venture capital 
advantage

Value added from 
corporate venture 
capital

Predictions as to the demand of 
venture capital
Predictions as to the financial and 
non-financial benefits for a firm 
from venture capital and 
partnerships
Predictions as to the dynamic 
complementaries in partnerships 
Predictions as to the importance of 
the quality, attention and amount 
of investments of venture 
capitalists

Gumming and Macintosh 2004, 
Hyytinen and Pajarinen 2001, 
Berger and Udell 1998

Availability of 
finance in different 
circumstances

Predictions as to the volatility of 
venture capital market
Predictions as the influence of 
business cycle to venture capitalist 
behaviour and availability of 
financing

Virtanen 1996, Gompers and Lemer 
2000b, Davila, Foster and Gupta 
2001, Malinen, Rislakki and Sinervo 
2001

Venture capital 
process

Predictions as to the process of 
offering and obtaining venture 
capital
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Gompers 1997, de Bettignies 2004, 
Win ton and Yerramilli 2004

Venture capital 
instruments

Predictions as to the reasons for 
usage of equity-based instruments 
in venture capital

Landier 2003, National Venture 
Capital Association 2005, Hyytinen 
and Pajarinen 2001, Ali-Yrkkö, 
Hyytinen and Liukkonen 2001, 
Finnish Venture Capital Association 
2005, Gompers and Lerner 2000,
2001 ; Rasila, Hannula and Seppä 
2002, Tekes 2005

Venture capital
markets in Europe, 
USA and Finland

Predictions as to the
characteristics and availability of 
venture capital in Europe, USA 
and Finland
Predictions as to the effects of the 
stock market bubble to the 
availability of venture capital and 
to the Finnish venture capital 
market

Table 13. Theoretical approaches in venture capital and their link to the present study

Characteristics of Venture Capital

Venture capital (also called private equity) is a sub-domain of risk financing. Risk 

financing is defined as supplying of capital without safe collateral either in the 

form of equity of debt capital (Virtanen 1996, 111). The availability of private risk 

capital is regarded as a key part of the financial development because such capital 

often backs economies’ most dynamic sectors. In the USA for example, private 

equity has at least since the 1980s been one of the most important sources of 

external finance for new innovative businesses as well as for the restructuring of 

matured firms and sectors. (Hyytinen and Pajarinen 2001, 1)

Venture Capital is defined as unsecured capital, which is invested in an unlisted 

company as equity (or debt security with equity features) to capture the rising 

market value of the rapidly growing firm (Virtanen 1996, 112). Venture capital is 

considered creative capital because of the value-creating aspects associated with 

it. It can be used to develop new products and technologies, to expand working 

capital, to make acquisitions, or to strengthen a company’s balance sheet. It can 

also resolve ownership and management issues, a succession in family-owned 

companies, or the buy-out or buy-in of a business by experienced managers may 

be achieved using private equity funding. (Finnish Venture Capital Association 

2005)

Venture capital is further divided into formal venture capital provided by 

institutional investors, such as professional venture capitalists, and informal
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venture capital from private people, also known as business angels (see the table 

below). Professional and experienced venture capitalists help entrepreneurs to 

steer their ventures out of the pitfalls of a growing company (Malinen, Rislakki 

and Sinervo 2001, 7).

Venture capital firms frequently consist of general partners who contribute some 

of the funds and make investment decisions, and of limited partners, who 

contribute majority (over 95%) of the funds. Investments typically involve 

exchanging capital for equity positions, typically convertible preferred shares. 

Venture capital firms often operate several funds simultaneously. The need to 

raise new funds with which to make more investments creates an incentive for the 

general partners of the firm to achieve superior rates of return4. (Horwath 2001, 4)

A less well-known form of venture capital is corporate venture capital. It is 

defined as equity or equity-linked investments, where the investor is a financial 

intermediary of a non-financial corporation. The main difference between venture 

capital and corporate venture capital is the fund sponsor. (Maula 2001, 9)

Venture capital invests in growth companies at all stages of their development. 

These stages can be recognised as early stage, which encompasses seed and start

up stage companies; venture capital, which encompasses early stage and growth 

(expansion) stage companies; and buy-outs and buy-ins, also recognised as 

maturity or later stage companies (Finnish Venture Capital Association 2005). 

Venture capital firms have been found to finance about two to four percent of the 

requests they receive (Bygrave & Timmons 1992). A common misperception is 

that venture capital funds only high technology companies. It is true that a 

substantial portion of high-tech start-ups has received venture capital, including 

present-day industry giants such as Apple, Microsoft and Lotus. However, also

4 The most common metric used by venture capitalists is internal rate of return (IRR), calculating 
the rate of return on each investment at an annual rate (Horwath 2001,4).
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low-tech firms like Federal Express and Starbucks have also received significant 

amounts of venture capital. (Gompers 1994, 3-4)

Venture capital investments are not permanent investments but the venture capital 

firm aims at harvesting the value created at the exit stage. (Finnish Venture 

Capital Association) Means of exit include acquisition or merger, initial public 

offering (IPO) and liquidation. (Horwath 2001, 4) Sometimes the form of exit is 

defined beforehand. Well-functioning financial markets and, in particular, an 

active market for IPOs create a steady flow of opportunities to exit. Another 

important exit route is selling of the investee firm as a whole to another company 

via mergers & acquisitions. (Ali-Yrkkö, Hyytinen and Liukkonen 2001, 2) In 

Finland, mergers, acquisitions, and leveraged or management buy-outs 

(LBO/MBO) are probably the most common exit alternatives because, among 

other things, the stock exchange markets is so “thin” (Virtanen 1996, 113).

The underlying idea of venture capital is to bring together the entrepreneur’s 

incentives and the investor’s interests. The measures described above endeavour 

to increase or at least maintain the entrepreneur’s incentives to foster the firm’s 

market value growth (Virtanen 1996, 93). In financier’s viewpoint, there should 

be incentive factors to encourage an entrepreneur to intense effort and the venture 

to a sustained growth (Virtanen 1996, 85). From the entrepreneur’s point of view 

“patient money” may offer most incentive to create value in the long run. Patient 

money means financing, where there are no repayment obligations, which could 

cause liquidity and solvency problems. However, even patient money is not 

always enough. The encouragement foster the firm’s market value growth is thus 

by delivering capital and active involvement in the venture process that adds 

value other than money. This is called venture capital advantage (Virtanen 1996) 

and largely explains the demand for venture capital. This will be dealt with in the 

next section.
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Venture capital advantage

How is demand for venture capital explained, even though it is considered one of 

the most expensive forms of capital? The supply of venture capital is of course 

easily understood, as it is well documented that for example in USA venture 

capital produced the highest return on investment in the long run (from 1920 to 

1985). The return was twice as high as the one generated by high growth shares 

(Virtanen 1996, 18).

A necessary condition for entrepreneur’s demand for venture capital to exist is 

venture capital advantage (Virtanen 1996, 16). It is the growth injection 

experienced by the portfolio company generated by venture capitalist in the 

process of venture development. Venture capital advantage includes all the 

benefits generated by the relationship (Virtanen 1996, 211). Timmons (1994, 520) 

emphasises the importance of getting ‘more than money’ as one of the 

cornerstones in the venture capital deal. Thus the necessary condition for the 

venture capital market to exist is that venture capital has to be more valuable 

overall than alternative sources of financing. Virtanen also argues that if the 

“cake” is grown, and the absolute amount of return received by the entrepreneur is 

higher than without venture capital, and that the decision to raise venture capital 

has been rational.

Engel’s econometric study of 623 German venture-backed firms confirms the 

argument above: surviving venture-backed firms achieve significantly higher 

growth rates compared to non-venture-backed firms due to financial involvement 

and services provided by venture capitalists. However, contrary to expectations, 

he also found that the impact of venture capital on new firms’ growth does not 

differ between high-tech and low-tech industries. (Engel 2002, 1)

The main benefits other than monetary from having a venture capital investor are 

(Virtanen 1996, 211; Hellmann and Puri 2002, 2; Hsu 2004, 4-7; Hsu 2004, 8-9):
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• Increasing of the firm’s credibility in the international market, and 

endorsements for firms without established reputations

• Access to consultant networks acting as consultant, general manager and 

sounding board and/or offering a collateral

• Help in developing firms to a sufficient level of professionalisation to 

become attractive partners for collaboration

• Reduced search costs, as collaborative partners are found through venture 

capitalists

• Faster product-to-market time

• Improved likelihood of an IPO and improved IPO rates

• Adoption of stock-option plans

• Improved patent productivity and mitigation of appropriation concerns

• Professionalisation of firm human resource practices

• More likely and faster to replacement of the founder with an outside CEO 

and hiring of a marketing VP

Lahti (1999, 185) points out that the knowledge created by a venture capitalist is 

tacit in its nature, as opposed to explicit knowledge created by for example 

universities (from which the founders of bom globals often originate). Venture 

capitalists’ tacit knowledge provides real life solutions. Every industry has its own 

set of rules and because venture capitalists know them, the firm they have 

invested in is able to take controlled risks in the industry in question. (Lahti 1999, 

185)

Maula (2001) analysed the value-added to a technology-based firm from 

corporate venture capital. Even though the results mainly apply to corporate 

venture capital, they are worth looking at. This is because Maula also explored the 

mechanisms and results of value creation in interorganisational relationships and 

complementaries - a topic especially important in terms of bom globals’ 

cooperative strategies. Dynamic complementaries (Maula 2001, 12) can exist in 

the areas of marketing, management, internal communication, qualified technical
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manpower, external communication, finance, economies of scale and the systems 

approach, growth, patents, and government regulations. Especially interesting 

areas in terms of this study are elaborated below.

Area Small firms: functional Large firms: resource-based
Marketing Ability to react quickly to fast 

changing market requirements
Comprehensive distribution 
and servicing facilities. High 
degree of market power

Finance Often difficulty in attracting 
capital

Ability to use a broad range of 
financing instruments and the 
financial market

Growth Often difficulties in financing 
rapid growth and managing a 
growing organisation

Ability to finance expansion of 
production base, and growth 
via diversification/ acquisition

Table 14. Dynamic complementaries between small and large firms in innovation (Modified from 
Maula 2001, 12)

Maula (2001, 45) found out that there is generally a positive relationship between 

alliances and performance. He divides the value-added from a corporate investor 

to three main mechanisms: (concrete) resource acquisition, knowledge acquisition 

(organisational learning), and endorsement (i.e. reputational benefits) (Maula 

2001, 168). Resource and knowledge acquisition implies economics benefits that 

create an incentive to collaboration (Maula 2001, 169). An interesting finding is 

also that interorganisational resource combination and learning are facilitated by 

social interaction (social capital) (Autio, Lummaa and Yli-Renko 2000). In terms 

of endorsement it was found out that the greater the prominence of the corporate 

investor, the greater the endorsement benefits (Maula 2001, 170). Similarly, 

Maula (2001, 170) also showed that the younger the venture the greater the 

endorsement benefits, and the stronger the relationship between the corporate 

investor and the venture, the higher the endorsement benefits. Maula (2001, 171) 

also suggests that aligned incentives are likely to improve endorsement benefits.

However, Maula (2001, 45) discovered that there is variation in the relationship 

between a firm and a corporate partner, i.e. certain factors influence the benefits 

from alliances to ventures. He groups them into three categories: (i) partner 

characteristics, implying that industry-leading corporations are more valuable
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partners for start-ups than smaller companies; (ii) venture characteristics, 

implying that the younger and more uncertain the venture, the greater is the 

benefit from an alliance; and (iii) relationship characteristics, implying that 

complementaries and quality of relationship are important determinants of value- 

creation (Maula 2001, 48-49).

Also Hsu (2004, 4) analysed how venture capital structure and governance 

improves business development of start-ups and facilitates their collaborative 

strategies. The assumption is that start-ups frequently find the cost of acquiring 

complementary assets, such as sales force or specialised distribution channels, to 

be a significant obstacle to self-commercialisation. Hsu confirms that therefore 

sales and marketing alliances to access such complementary assets, as well as 

technology licensing and that the start-up is being acquired are important means 

of business development. (Hsu 2004, 19)

In the light of the findings above, it is interesting to leam, that venture capitalists 

of different qualities imply different levels of value creation for the firms invested 

in Seppä and Maula (2001, 19). Post-investment value creation is significantly 

higher for ventures with prestigious venture capitalists both in the short and long 

term compared to less prestigious venture capitalists. (Seppä and Maula 2001, 20)

This implies, that entrepreneurs should plan their financing strategies very 

carefully from the beginning and choose a top-end venture capitalist as an 

investor. This is because most prestigious venture capital investors tend to join as 

new investors in the first institutional round and prefer to concentrate on follow

up investments in their own portfolio companies during the later rounds. There is 

also evidence for winner picking by the best venture capitalists. If prestigious 

venture capitalists decide to invest in a new company after its first institutional 

financing round, they do so only after an above-average increase in the valuation 

of the venture. Therefore it is difficult for start-ups to get new, prestigious 

investors if they have raised the first round from less prestigious venture
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capitalist. However, superior short- and long-term post-investment value creation 

makes it possible to get the best venture capitalists to invest at a later stage, as 

mentioned above. (Seppä and Maula 2001, 19-20)

In this light it is interesting that Malinen, Rislakki and Sinervo (2001, 11) found 

out that Finnish start-ups approach venture capitalists in an unstructured way. The 

firms they interviewed had decided to seek venture capital but had no specific 

plans as to how to do this. The venture capital firm that first approached the 

venture tended to become the investor (Malinen, Rislakki and Sinervo 2001, 1).

The amount of funding also has an effect on the growth of start-ups. Davila, 

Foster and Gupta (2001, 25) show that the amount of funding is unrelated to 

subsequent growth in early rounds of funding. This result is consistent with 

venture capital firms perceiving these rounds as real options in a high-uncertainty 

environment and not as funding a particular growth strategy (Davila, Foster and 

Gupta 2001, 1). However, in later rounds, the amount of funding is associated 

with subsequent growth. Amount of funding thus shapes the future growth 

strategy of the company and that venture capital firms affect the growth strategies 

of start-ups through the funds they provide. (Davila, Foster and Gupta 2001, 1; 

25)

As funds are only a part of the resources received from a venture capitalist, and 

active participation in the management of an investment is equally important, is 

its worth mentioning, that the amount of attention from a venture capitalist is 

critical to performance. Jääskeläinen, Maula and Seppä (2004, 22) show that 

there exists an optimal size of portfolio beyond which the inclusion of additional 

portfolio companies results to negative marginal returns.

Finally, it has been shown that both venture capital return and venture capital 

value-added activities conducted by venture capitalists are systematically context 

dependent (Gumming and Macintosh 2004, 3). Venture capitalists contribute
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significantly less to innovation and add less value to their investee firms in boom 

periods - particularly in the recent internet bubble discussed later -, and also tend 

to rush to exit when the IPO market is particularly liquid. They also expand their 

portfolio size in boom periods, thus reducing the attention received by a single 

venture, and invest comparatively less in early stage ventures, i.e. they invest in 

later stage ventures because they need to perform less due diligence, they need to 

supply less monitoring and strategic advice to these firms and achieve exits faster. 

It has also been shown that there is an excess supply of capital relative to the 

quality of entrepreneurs seeking capital during boom periods. (Gumming and 

Macintosh 2004, 6, 12) The underlying reasons are elaborated on in next section 

on volatility of venture capital market.

Volatile nature of venture capital industry

Venture capital investment activity is highly volatile overtime, as seen in table 17 

below. Although venture capital is still a comparatively young industry (first 

venture capital firms have been dated to 1946), it has been through a sufficient 

number of business cycles (Gumming and Macintosh 2004, 1).

Year Venture capital 
investments in 
USA

Number 
of IPO in 
USA

Number of 
VC-backed 
IPOs in
USA

GDP figures (in 
1996 dollars) in 
USA

Returns to
venture capital
investment in
USA

1996 $11 billion 845 281 $31,253 billion 45%
1997 $16 billion 602 140 $32,661 billion 30%
1998 $21 billion 344 79 $34,203 billion 23%
1999 $58 billion 505 273 $35,894 billion 150%
2000 $105 billion 397 261 $37,517 billion 35%
2001 $40 billion 83 41 $27,753 billion -10%
2002 $20 billion 24 24 $28,350 billion -27%
Table 15. Cyclicality of the venture capital market (Source: Cumming and Macintosh 2004, 2)

The venture capital investment activity is much more volatile than real economic 

activity, and the corresponding returns to venture capital investment in USA have 

also been very volatile, as seen above. Compared to other asset classes, venture 

capital returns are much more volatile. For example, as at January 9, 2004, the 

Venture Economics PVCI (Private Equity and Venture Capital Index) had a one
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year return of 78.1% and a three-year return of -9.1%. Comparable one-year 

figures for S&P 500, NASDAQ and DOW were 27.5%, 56.3% and 25.4% 

respectively; and comparable three-year returns -5.3%, -5.5% and -1.0%. 

(Gumming and Macintosh 2004, 3)

One of the primary reasons for the extreme cyclicality of the venture capital 

industry is the corrective cyclicality of the IPO industry. The number of IPOs and 

venture-backed IPOs is highly variable over the business cycle, as also seen in 

table 17 above. Thus any given investment has a very high probability of failure: 

20-30% of investments are written off. The reason why volatility is considered a 

problem is linked to the importance of a well-functioning financial market for 

venture capital. The vitality of the exit stage has a significant impact for the entire 

venture capital cycle. The most obvious reason for the importance of exits is that 

they affect the monetary incentives of venture capitalists to invest in certain firms 

and industries. The reverse direction of the venture capital process is important 

also because the opportunities for exits influence the venture capitalists’ ability to 

raise capital in the future. (Hyytinen and Pajarinen 2001, 36)

Generally, boom and bust - important concepts in this study - can thus be defined 

from a venture capitalist’s perspective as (Cummings and Macintosh 2004, 9):

• Boom: a hot issue market that enables the venture capitalist to take many 

of its portfolio investments public with high valuations (and consequently 

increases the incentive to invest)

• Bust: a period of time during which the public market has a greatly 

diminished appetite for public offerings, thus facilitating relatively few 

high valuing exit (and consequently dissuading venture capitalists from 

investing)

The extent to which venture capital behaviour changes over the business cycle, 

depends on the extent to which IPOs are overvalued during boom periods. 

Without a question, the market bubble of 1999 to 2000 was a period of extreme
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overvaluations resulting in greater incentives for venture capitalists to prematurely 

take portfolio investments to the public market (Cummings and Macintosh 2004, 

9-10). It has been also found that high realized returns in the venture capital 

industry tend lead to increased capital commitments to venture capital funds 

(Gompers and Lemer 1997, Gompers 1998 in Berger and Udell 1998, 39).

Also fluctuations in the macroeconomic environment, such as shocks to the real or 

financial sectors or changes in the government policy, are likely to have an effect 

on the flows of funds in the private equity and debt markets. The flow and pricing 

of private equity depend crucially on the public equity markets. The pricing of 

angel finance and venture capital at the origination stage is based in great part on 

forecasts of valuation at the time of exit. One of the principal valuation techniques 

involves taking current public market price/eaming multiples and applying them 

to forecasted earnings at exit. The ex post behaviour of stock market will then 

determine the timing of exit through the IPO and subsequent offerings, and the 

valuations associated with those offerings. Thus, when stock market values fall, 

this can create a chain reaction, in which the highly volatile IPO market shuts 

down, which then may reduce the flows of funds in private angel finance and 

venture capital equity markets. (Berger and Udell 1998, 39)

Venture Capital Process

A good financing process that provides funds in a timely manner with reasonable 

terms is a necessity for a start-up to take advantage of early-mover advantages and 

consequently, to be successful in the face of global competition. A venture capital 

funding event is an important signal about the quality of the start-up because it 

has been shown that the number of employees increases in the months prior and 

during after the event (Davila, Foster and Gupta 2002, 16).

In short, the venture capital process runs from search stage through screen, 

evaluation, structuring, investing, assistance and managing to liquidation 

(Virtanen 1996, 152). Gompers and Lemer (2000b) describe the process from
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venture capital fund’s raising of financing to the end into three stages 

(fundraising, investing and exiting) calling it the venture capital cycle. In the first 

stages the venture needs to pay attention to presenting a high quality business plan 

and gathering a competent management team. In the negotiation stage the venture 

capital often wants to include covenants, such as selling restrictions, in the 

contract. In addition to financing, venture capitalists are expected to supply the 

venture with board involvement, management expertise, credibility and risk 

sharing. In exchange the venture tries to use these resources in order to create 

value, that is eventually liquidated and the investment is cashed out. In addition, 

venture capitalists of course have raised the funds before investing them.

The most frequent problems encountered by Finnish start-ups in their search of 

venture capital (reported by Malinen, Rislakki and Sinervo 2001) include lack of 

specific information about venture capital companies, lack of time to consider and 

approach a variety of venture capital firms, lack of practical advice on the venture 

capital process, and lack of external views on the appropriateness of the proposed 

deal structure and valuation. (Malinen, Rislakki and Sinervo 2001, 12-13) The 

authors also report the difficulties in the encounter from the point of view of 

venture capitalists. Their main concerns in the negotiations were to clarify the 

commercial aspects and managerial resources of the firm, firms’ over-optimistic 

growth expectations and unrealistic valuation estimates (Malinen, Rislakki and 

Sinervo 2001, 13-14). However, it should be noted that the study was made in 

2001, i.e. in very different circumstances than today.

Venture capital instruments

Venture capital firms have developed unique contractual mechanisms to finance 

start-up companies. A distinctive characteristic of entrepreneurial firms, as far as 

management is concerned, is that both the entrepreneur and the investor may play 

an active role in the managing the venture, but the investments in effort are 

difficult to contract upon (de Bettignies 2004, 2). Therefore venture capital firms 

use convertible securities and redeemable convertible securities as monitoring
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tools: in order to manage the issues concerning moral hazard and adverse 

selection resulting from asymmetric information (that is further magnified by 

start-ups’ lack of track record) associated with start-up companies and to align 

entrepreneurs’ incentives with those of the venture capitalist. (Gompers 1997, 2-

3)

The use of convertible securities and stage financing5 facilitate the allocation of 

ownership and control by serving to motivate the founder to exert the proper 

effort and avoid improper risk taking. Conversion to common stock occurs either 

at the discretion of the venture investor or at milestones that indicate success, for 

example IPO or the surpassing of performance targets (Gompers 1997, 26). This 

is because the entrepreneur receives little salary and his payoff depends almost 

entirely on end of period return on the firm’s assets (Gompers 1997, 26). 

Convertible securities are also an effective means of screening out low ability 

entrepreneurs and providing proper incentives for a start-up firm’s founders. In 

addition this explicitly allocates control rights to the venture capitalist in order to 

minimise potential losses due to agency conflicts. Overall, separation of equity 

ownership and control improves efficiency in entrepreneurial firms. (Gompers 

1997, 1; 26)

Venture capital market in Europe, USA, Nordic Countries and Finland 

The European risk capital market remains small and fragmented in comparison to 

that of USA. Direct comparisons in levels are however difficult since many funds 

that are categorized as venture capital in Europe are in fact doing mostly later 

stage funding rather than start-up financing. Aggregate data will largely 

overestimate the funds that go into the financing of start-ups. (Landier 2000, 22) 

Although there is no evidence of generalized market failure, early stage and 

technology investment remains particularly low. It is estimated that levels of early

5 Infusion of capital over time by venture capital firms. The venture capitalist retains the option to 
abandon the venture whenever the forward looking net present value of the project is negative. 
(Comelli and Yosha 2003, 2)
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stage venture capital as a percentage of GDP are four to five times higher in USA 

than in the EU. (European Commission 2000 in Landier 2003, 22)

2000 was the most active year for the venture capital industry in Europe and USA, 

as depicted by the chart below.
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Figure 11. Annual Private Equity Invested in Europe and USA 1996 to 2003 (M€) (Source: 

European Venture Capital Association and National Venture Capital Association 2005)

The total sum of funds raised in Europe in 2000 amounted to €48 billion and 

almost doubled the previous record set in 1999. The total amount invested in 

Europe was €35 billion. The UK private equity firms contributed 37% of the total 

amount raised. (Hyytinen and Pajarinen 2001, 22) The funds raised in USA 

totalled about €106 billion and the total amount invested about €105 billion in 

2000. (National Venture Capital Association 2005)

Nordic countries ' private equity industries are at earlier stage of the venture 

capital cycle and have thus less experience in investing the funds raised and 

exiting portfolio companies than the European countries have on average 

(Hyytinen and Pajarinen 2001, 39-40). Hyytinen and Pajarinen (2001, 40) also 

argue that Nordic financial systems are not necessarily mature enough to yet 

provide the financial services that undertaking (and completing) large-scale 

change, emerging industries and knowledge-based economic growth require. The 

long run vitality of the market for risk capital hinges on the exit opportunities that
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the financial system generates. Hyytinen and Pajarinen (2001,40-41) also suggest 

that Nordic private equity industries have evolved in tandem with the overall 

macroeconomic conditions and stock market developments. Thus today’s 

turbulent economics environment is likely to have a strong impact on the Nordic 

private equity industries.

Development of Finnish private equity market

The private equity in market of Finland is rather young and started developing 

only in the 1980s (Hyytinen and Pajarinen 2001, 5). The annual investments (M€, 

depicter by the bars) and number of investments made from 1995 to 2003 by 

private equity companies operating in Finland (depicted by the line) are 

summarized in the chart below.
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Figure 12. Annual investments (M€) and number of investments in Finland 1995-2003 (Source: 

Finnish Venture Capital Association 2005)

The Finnish financial markets have traditionally been bank-centered and debt- 

dominated. Over the period from 1980 to 2000 the traditional set-up underwent a 

significant reform. (Ali-Yrkkö, Hyytinen and Liukkonen 2001, 8-9) The Finnish 

financial market liberalised between 1984 and 1986. Some restrictions concerning 

for example foreign direct investments and cross-border movements however
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remained in effect until the beginning of 1990s. (Hyytinen and Pajarinen 2001, 5) 

By 1988 there were 48 venture capital and development companies in Finland 

(Hyytinen and Pajarinen 2001, 19). The banking crisis swept over the economy in 

the early 1990s and foreign ownership and the stock market grew in the late 

1990s. The impact of Nokia in the development has been substantial. (Hyytinen 

and Pajarinen 2001, 9; Ali-Yrkkö, Hyytinen and Liukkonen 2001, 11)

The Finnish venture capital market nearly collapsed by the end of the 1980s 

mainly because of the deteriorating macroeconomic conditions. The change in 

structure of the Finnish financial system led to the renaissance of venture capital 

in mid of the 1990s, albeit the governmental initiatives taken contributed to the 

initial recovery, too. (Hyytinen and Pajarinen 2001, 37-38) A Finnish private 

equity fund received foreign capital in 1996 for the first time. Although the supply 

of venture capital has increased very strongly in Finland during the last ten years, 

internationally Finland represents only the average in Europe, when measured by 

the size of venture capital market per capita. (Finnish Venture Capital 

Association) However, the Finnish proportion of European private equity funds 

raised reached the level predicted by its GDP share among the European countries 

during the period from 1996 to 2000. (Hyytinen and Pajarinen 2001, 31)

Compared to any other OECD country, Finland lacks business angel investments. 

It is not a question of a lack of wealthy people able to make private investments, 

but it is the question of missing proper incentives to do that. (Finnish Venture 

Capital Association 2005) There are currently about 370 business angels in 

Finland (100 in 2003 and 220 in 2004). Their financing capacity is approximately 

€40 million. In Europe there are 125,000 business angels - potentially even 

1,000,000 - and most of them are in the U.K., France and Germany. In Sweden 

there are 1,000 business angels. (Sitra 2005)

Also, Ali-Yrkkö, Hyytinen and Liukkonen (2001,22) argue that because of strong 

clustering of IPOs, the volatility, concentration of liquidity of financial markets to
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large corporations and exit environment’s vulnerability to changes in the 

macroeconomic conditions in the Finnish stock market, it provides less than 

optimal exit venue for the Finnish venture capitalists. However, the market for 

M&As has been quite active in Finland and should in principle provide a flow of 

trade sale opportunities for the Finnish venture capitalists. The sizes of cross 

border deals have been small, suggesting that Finnish growth firms are sold 

abroad at a relatively early stage of their lifecycle. (Ali-Yrkkö, Hyytinen and 

Liukkonen 2001, 22)

Private financing sources dominate the supply of capital in Finland. However, the 

government can and has directly supply capital to the venture market, especially 

to the areas where the market is not functioning very well. This seems to be the 

case in the seed and start-up financing which private venture capital has started to 

avoid because of its riskiness and the ever prolonging market downturn, which 

will be discussed in the next section. (Finnish Venture Capital Association 2005)

Effect of the 1990s Internet Boom and Bust to venture capital markets 

The boom and bust phenomenon is defined as the upswing and downturn of 

capital markets. The IT boom and bust took place in late 1990s and early 2000s, 

respectively, as seen the chart below, depicting the development of S&P 500 

Index (in red, GSPC in the figure) and NASDAQ Composite Index (in blue, IXIC 

in the figure) since 1985.
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Figure 13. Development of S&P 500 Index (in red, 'GSPC) and NASDAQ Composite Index (in 

blue IX1C) since 1985 (Source: finance.yahoo.com)

A stock market bubble in financial markets is a term applied to a self-perpetuating 

rise or boom in the share prices of stocks of a particular industry. The term may 

be used with certainty only in retrospect when share prices have since crashed. A 

bubble occurs when speculators note the fast increase in value and decide to buy 

in anticipation of further rises, rather than because the shares are undervalued. 

Typically many companies thus become grossly overvalued. When the bubble 

bursts, the share prices fall dramatically, and many companies go out of business. 

(Wikipedia 2005)

The late 1990s boom in technology internet or dotcom company stocks is a good 

example of a bubble, which burst in late 2000 and through 2001. Dotcom 

companies were a collection of start-up companies selling products or services 

using or somehow related to the Internet. The name derives from the fact that 

many of them have the ".com" TLD suffix built into their company name. The 

dotcom model was inherently flawed: a vast number of companies all had the 

same business plan of monopolising their respective sectors through network 

effects, and it was clear that even if the plan was sound, there could only be at 

most one network-effects winner in each sector, and therefore that most 

companies with this business plan would fail. In fact, many sectors could not 

support even one company powered entirely by network effects. In spite of this, a
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few company founders, whose companies were bought out at an early stage in the 

dot-com stock market bubble, made vast fortunes. These early successes made the 

bubble even more buoyant. (Wikipedia)

There is little doubt that the internet caused an increase in the profitability of 

venture capital investments. The perceived increase in returns led to herd 

mentality, increased flow of funds to venture capital funds, and a massive entry 

both by professional venture capital firms and would-be venture capitalists from 

Wall Street. The consequence was a rise in values. (Gompers and Lemer 2000) 

The chart below depicts the development in the Israeli market.
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Figure 14. Annual IT revenues and annual venture capital raised in Israel from 1995 to 2000 

(Source: Avnimelech and Teubal 2003, 27. Units not mentioned in the source)

It is possible that the market initially overestimated the improvement in 

profitability associated with the internet. As the firms went bankrupt and others 

continued to burn cash without profits in sight the market corrected its initial 

assessment, causing a drop in valuations (stock market crash) and exit by many 

investors (Inderst and Müller 2003, 18). The swing in market conditions had 

radical consequences for dotcom companies. Those who survived the correction 

now had no chance but to move from an exclusively growth-focused strategy 

(which had little regard for profits) to one that tried to generate true value. Many 

firms, such as Toys.com in USA, and Riot-E and Wapit in Finland, were forced to 

close their doors. (Gompers and Lemer 2001, 10; Koskimies 2005)
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The effect of the stock market crash in 2000 can be clearly seen, when looking at 

European and US data on funds raised and investments made in the venture 

capital market (see figure 11). Both figures declined considerably, especially in 

USA, a market maybe most affected by the internet hype. In Finland the effect on 

total funds invested was less marked and the number of investments even 

increased after 2000 (however indicating that the average investment declined) 

(see chart 13 above). The effect of the stock market crash in the Finnish data is 

more obvious when looking at figure 12 above. The number of initial investments 

made collapsed after 2000, implying that the drying up of exit possibilities made 

the venture capitalists vary.

The IPO activity and the number of listed companies in Finland is presented 

below.
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Figure 15. Initial Public Offerings (left scale) and Number of Listed Companies (right scale) in 

Finland 1995-2004 (Source: Ali-Yrkkö, Hyytinen and Liukkonen 2001, 12; OMHEX 2005)

The number of IPOs in Finland reached a peak in 1999 but since the market 

turbulence has reduced the number of listings. Since 2000 the IPO window has 

been closed. Overall, the cycles in IPO volume have strong (the number of IPOs 

in 1987 was 13 and in 1988 43, not shown on the graph), suggesting that high IPO
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volume are likely to be followed by further IPO activity. (Ali-Yrkkö, Hyytinen 

and Liukkonen 2001, 12)

Tekes’s (2005) recent investigarion into business cycle effects on strt-up finance 

in Finland revealed various consequences of the stock market bubble bursting in 

2000 (Tekes 2005, 22):

• The consequent downturn had a significant impact on many early stage 

start-ups, because demand for their products decreased and investments 

into start-ups in telecom and finance sectors remained limited

• The downturn had a significant effect on investors in the venture capital 

industry because, as mentioned above, exits have been virtually non

existent

• The downturn exposed the weaknesses of the relatively underdeveloped 

Finnish venture capital environment: lack of serial entrepreneurs because 

of the Finnish bankruptcy culture, lack of business angels, the Finnish 

attitudes towards entrepreneurs as well as risk-taking and wealth 

accumulation. Moreover, venture capitalists have admitted having made 

mistakes. Whereas earlier the focus was on technology, the venture 

capitalists’ selection criteria has changed to incorporate business models

• A possible market failure in financing of early stage companies (i.e. an 

equity gap). As a result, investors have incurred losses in the early stage 

and have become risk averse

• On a more positive note, the downturn resulted in an increase in “social 

capital”: learning, networking between participants of start-up financing, 

and experience. Scrutiny into existing processes and business models by 

all participants has been increased. More care is being taken in the due 

diligence of start-ups, and start-ups have become more realistic in their 

expectations and projections.

Rasila, Seppä and Hannula (2002, 2) also argue that venture capital companies 

have recently shifted their focus from involvement-intensive seed and start-up
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phase investments to lower risk, more “cost effective” and larger size investments 

in a later stage. Venture capital funds have grown bigger, which in turn have 

pushed them to make bigger investments. Thus the smallest capital needs have 

been left unattended. Their investments are also not satisfactorily catered with the 

“friendly” money available from the informal sources, such as friends and 

relatives.

The present venture capital market in Finland

In 2003, private equity companies located in Finland made 435 investments in 

252 portfolio companies, and the total capital under management totaled €3,144 

million (€3,170 million in 2002). The total amount invested was €328 million, 

which represents a 16% decrease from the previous year. Most of the Finnish 

private equity houses’ investments are made in small and medium-size 

companies. In 2003 fundraising remained at a low level at €206 million, a 

decrease from the all-time record 2002 (€814 million). In 2003 the proportion of 

foreign capital was exceptionally high, accounting for 44% in 2003 ( 15% of funds 

foreign in 1996-2003). Most of the foreign capital is from European institutional 

funds.

Initial investments accounted for 68% (€223 million) of the total amount invested 

by private equity companies located in Finland in 2003. However, in terms of the 

number of investments, initial investments’ share was only 29% (127 

investments). The number of initial investments has decreased annually since
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2000 but in 2003 the decline leveled out slightly, as seen in the chart below.

Figure 16. Annual initial and Follow-on Investments in Finland in 1995-2003 (Source: Finnish 

Venture Capital Association 2005)

2.4 Preliminary Conceptual Framework

The preliminary conceptual framework of this study draws from 

internationalisation, entrepreneurial finance and venture capital theories. As the 

aim of this study is to explore financing of internationalisation, no theoretical 

framework as such is presented. However, internationalisation, importance of 

financing sources and the uses of funds are expected to follow assumptions of the 

international new venture/bom global concept, financial growth theory and profit 

circle theory.

The preliminary conceptual framework, constructed in order to explore the 

financing of internationalisation of the case companies, aims to combine 

internationalisation process, turnover and profit development, the financial growth 

cycle (sources of financing) and uses of financing (POMS1CA) using the 

information from the literature review as a basis. The aim of the framework is to 

describe and visualise these factors in time. The IT bust in 2000 is an underlying
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moderating effect and the assumption is that in the visualisations of the case 

companies the effect of the boom and bust should be obvious. An example of the 

conceptual framework is presented below.

Figure 17. The Preliminary Conceptual Framework (example)

The company description (its life cycle) in the model is set in time: the 

incorporation of a timeline is similar to the general model of entrepreneurial 

internationalisation by Jones and Coviello (2005). The life cycle is divided 

according to the phases of an entrepreneurial firm used in entrepreneurial finance 

and venture capital literature (Finnish Venture Capital Association 2005). The 

development of the firm in the framework is described by its turnover and net 

profit because they are obvious manifestations and outcomes of the firm’s
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internationalisation and growth. This is an improvement compared to Jones and 

Coviello’s (2005) model in which firm performance indicators are marked in 

floating bars. The heavy dashed line marks the IT bust in 2000.

As a next step, the markets entered are marked, just like in Jones and Coviello’s 

model, in order to indicate the geographical diversity of the firm. Arrows under 

the markets indicate when the firm internationalised and reached globalisation in 

terms of the foreign sales criterion (Luostarinen and Gabrielsson 2002). Financing 

sources and amounts are marked under the graph in relevant places in order to 

show the development of the firm in terms of the financial growth theory (Berger 

and Udell 1998) and the assumptions made by Virtanen (1996, 99), as 

summarised below. Also, the origin and even names of investors are marked in 

order to gather evidence about the “quality” of the investors (Seppä and Maula 

2001).

Phase Financing sources
DEBT EQUITY

Seed Internal
Sweat capital Sweat capital, savings, cash flow from revenues

Informal external
Loans, trade credit 1 Angel finance, public financing

Formal external
Loans and/or grants 1 Venture capital

Start-up Internal
Sweat capital 1 Savings, cash flow from revenues

Informal external
Loans, trade credit Angel finance, public financing

Formal external
Public loans and/or grants 1 Venture capital

Growth Formal external
Loans, public financing Venture capital, development/

investment/holding companies, MBO/MBI
Public market

Bonds and depentures Stock issues (IPO, secondary offerings)
Other

Maturity Formal external
Loans, public financing Venture capital, development/

investment/holding companies, MBO/MBI
Public market

Bonds and depentures Stock issues (IPO. secondary offerings)
Other

1
Table 16. Financing sources of born globals in different phases (modified from Virtanen 1996 and 

Berger and Udell 1998)
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Finally, floating arrows present the uses of financing in different stages of the life 

cycle. The arrows are understood as the focus areas of investment and use of 

funds between the elements of POMSICA and predicted by the profit circle theory 

(Luostarinen 1990, 2003). Some of the elements are combined in a single arrow to 

make the model simpler. The focus areas are either shaded or the proportion of 

funds used in each development stage is indicated by percentages. In addition, a 

set of floating arrows shows whether the firm has been able to price its products 

so that it has had positive cash flow from revenues.

3 EMPIRICAL FINDINGS - CASE DESCRIPTIONS

This chapter contains the descriptions of the five case companies, which form the 

basis of analysing the financing of internationalisation of Finnish bom globale. 

The case companies chosen are real success stories among the Finnish bom 

globals, as far as their internationalisation, success through the IT bust and their 

future prospects. There are three pre-bust and two post-bust companies chosen to 

illustrate the circumstance before and after year 2000 when the IT bust took place. 

An overview of the case companies is presented in table 17 below.
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Pre IT Bust Post IT Bust
F-Secure SSH Smartner Sulake Sumea

Established 1988 1995 1999 2000 2000
Industry PC security 

software
Network
security
software

Mobile e-
mail
software

Massive
multiplayer
online
gaming

Mobile
gaming

Type of Born
Global

High
know-how
and
systems

High
know-how
and
systems

High know
how

High service 
and systems

High know
how

2004 Turnover €47.3
million

€8.2
million

€2.0 million €14.0 million €1.4 million
(2003)

Length of domestic 
phase

3 years 3 years 2 years 1 year 3 years

Globalisation 
degree 2004

18.6% 76.1% 50.0% 20.0% 9.0%

Internationalisation 
degree 2004

81.0% 98.0% 95.0% 90.0% 99.5%

Born Global 
Development Stage

Mature 
stage bom 
global

Mature 
stage BG

Mature 
stage BG

Development 
stage BG

Development
stage BG

Table 17. Case companies in a nutshell (Source: interviews, annual reports)

All case companies operate (or operated in their inception) in emerging IT or 

mobile sectors and their product offering is based on unique proprietary software. 

Therefore they face a dual challenge of market creation and international 

expansion. On the other hand, all the firms have benefited from the success of the 

Finnish ICT sector, specifically Nokia, in the 1990s and the Finnish innovation 

system (Steinbock 2002, 69; 86). The emphasis of the case companies is more on 

the business-to-business (B2B) sector even though few of them also operate in the 

customer interface.

The description of each case company is organised as follows. The globalisation 

and global marketing strategies of the case companies are analysed by using the 

POMSICA model. Analysis of financing aspects is based on thinking in venture 

capital, financial growth cycle and profit circle theory. The stock market bubble 

and the industries the case companies represent were chosen as moderating effects 

in terms of financing.
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Because of the scope of the study and its focus on finance, some elements of the 

POMSICA model are not analysed comprehensively (for example pricing, 

advertising). Instead, the focus in this study is on the implications of the 

POMSICA elements in terms of financing, for example how heavy investments 

the product, intermediary etc. requires, as explained in italics in the table below.

1. Background 
information

2. Globalisation and 
global marketing 
strategies

Interest from financial 
perspective

3. Sources and 
uses of financing

Company
description

Product and Customer 
Strategy (P, C)

R&D, degree of 
customisation, global 
segmenting

Sources of funds

Born global 
characteristics

Operation and 
Intermediary Strategy 
(0,1)

Type of operation, role 
of channel partner

Investor Profile

Industry Market Strategy (M) Number of markets, 
speed of expansion

Conditions and
terms of financing

Founders Price Strategy ($) Earnings logic, 
financing from 
operations

Uses of funds

Current owners Advertising, Brand, 
Promotion and Sales 
Strategy (A)

Expenses related to 
brand building and 
sales

Effect of industry 
and business 
conditions to 
financing

Company mission 
and objectives

Critical issues for 
growth and 
internationalisation

Effect of stock 
market crash on
financing

(Other information) Challenges in growth 
and internationalisation

Effect of industry 
to financing

Table 18. Information contained in each case description

The case companies are organised chronologically according to the year of 

establishment, starting from F-Secure founded well before the boom and bust in 

1988, ending to Sumea established in the aftermath of the hype in 2000. The seed, 

start-up, growth and maturity phases for the companies are determined based on 

the development of the turnover and/or number of markets, as well as information 

from the case interviews.
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3.1 Pre-Bust Case Companies

3.1.1 F-Secure

Background information

This part presents background information about the first pre-bust case company 

F-Secure.

Company description

F-Secure Corporation (‘F-Secure’) makes content security software against 

computer viruses and other threats spreading through the Internet and mobile 

networks. Customers include individuals, small and medium sized enterprises 

(SMEs) and large enterprises. Company’s 2004 turnover was €47.3 million and it 

had 306 employees in 2004.

Born Global Characteristics

Although most of F-Secure’s turnover is currently generated in Europe (81%), it 

can be considered a genuine bom global, i.e. a mature stage bom global. It 

operates in all major continents and aspires to be a global leader in anti-vims and 

intrusion prevention business. In addition, in the past F-Secure used to have over 

50% of sales from outside home continent. However, due to increased 

competition and F-Secure’s better success in Europe has decreased its 

globalisation degree. R&D makes up currently 22.5% of F-Secure’s turnover.

Industry

F-Secure operates in the security software industry, which is currently a $5.4 

billion business. The industry is estimated to grow to $10.2 billion by 2008. The 

major players of the industry are Symantec (2004 turnover $1.9 billion), McAfee 

($911 million), Computer Associates ($3.3 billion) and Checkpoint ($515 

million). (Gartner Group 2005, IDC 2003) F-Secure has under 2% market share in 

the anti-vims business. In Europe and Canada F-Secure was the market leader in 

2004.
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Founders
F-Secure was founded by Mr Risto Siilasmaa in 1988. Mr. Siilasmaa studied 

Industrial Management at Helsinki University of Technology.

Owners
F-Secure is currently owned by Mr. Risto Siilasmaa (46.54%), F-Secure 

management and personnel, and domestic and international institutional investors.

Company mission and objectives

F-Secure’s mission is to be the leader in providing security as a service, i.e., 

transparent and automatic business enabling security solutions to computer users 

and organizations. The company’s strategic options include taking advantage of 

the opportunities offered by the mobile, wireless and personal world of 

computing. The key objective is to continue growing F-Secure’s anti-virus and 

intrusion prevention business faster than the industry.

POMSICA Model of globalisation and global marketing

This part analyses the POMSICA pattern of F-Secure in order to understand the 

characteristics of its business in preparation to looking at the financing needs of 

the company. The POMSICA pattern of F-Secure can be summarised in a tabular 

form, as seen below.
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POMSICA / F-Secure Remarks
Product / Customer Strategy - Know-how (software)

- Target segment: individuals, 
SMEs and large enterprises

Operation / Intermediary 
Strategy

- Inward: licensing
- Outward: DIMOs (sales 
subsidiary and licensing) and 
cooperative modes (in 
technology, distribution, 
advertising/promotion) 
simultaneously
- Hybrid intermediary strategy: 
a) direct via internet b) indirect 
via value-added resellers, 
distributors, ISPs, large IT 
companies, mobile equipment 
manufacturers, and mobile 
operators

- No direct investment 
production modes used: know
how developed in Finland

Market Strategy - Own operations in eight 
countries, products available in 
50 countries through export or 
agents
- Internationalised after three 
years
- Globalised after eight years

- De-internationalisation from 
France and Hong Kong

Price Strategy - Local pricing
- Earnings logic: one-off 
licensing, service billed 
monthly

Advertising / Brand Strategy - Global corporate brand+ 
product name

Eg. F-Secure Security as 
Service

Table 19. POMSICA Pattern ofF-Secure

Product and Customer Strategy (P, C)

F-Secure makes content security software against computer viruses and other 

threats spreading through the Internet and mobile networks. Products include 

antivirus, network encryption, desktop firewall with intrusion prevention, anti

spam and parental control software. F-Secure sells its software to individuals, 

SMEs and large enterprises. In addition the company offers Security as a Service 

through internet service providers (ISPs) for those businesses that do not wish to 

build security expertise in-house but rather outsource it.

F-Secure’s initial areas of expertise were provision of data security consulting 

services and training. The company entered anti-virus software market in 1990
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and the encryption software market in 1996 (Data Fellows Offering Memorandum 

1999, 15). Between 2002 and 2003 F-Secure transferred its F-Secure VPN and F- 

Secure FileCrypto encryption businesses to Deutsche Telecom and Pointsec, 

respectively, in 2003. The Security as Service concept was introduced in 1999, 

piloted in 2000, and continues to be fastest growing business of the company.

Earnings logic is based on selling one-off licenses with a yearly-renewed 

maintenance service, and security as a service solution as a monthly-billed 

subscription.

The technical innovation behind F-Secure’s products is the integration of different 

aspects of content security components to a single, automated and easy to use 

platform. That became the common framework and management solution for all 

of the company’s applications in 1998. The framework enables compiling of 

different service offerings to different customer segments. This is taken into use in 

the subscription-based services that are available through a number of ISPs, some 

of whom offer со-branded versions. (There is no other kind of customisation apart 

from this.)

The key strength of F-Secure and its products is the speed of response to new 

threats, both strategically and in terms of updates. Strategically speaking, the 

company has been able to recognize and anticipate the changes, threats and 

consumer needs in the IT industry, and respond to them with appropriate 

products. F-Secure was also the first company to predict that Windows-based 

operating systems would become a standard, and the first firm to have a real-time, 

centrally managed and automatically updated solutions. F-Secure also realised 

early that household users would require subscription-based antivirus services, as 

always-on broadband Internet connections became more common.

When speaking of updates, independent research studies (such as AV-Test.org 

and Message Labs, 2004) have found F-Secure to detect the threats faster than
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other major anti-virus vendors. Moreover, the company updates customers more 

regularly than the competitors, the research shows.

Operation and Intermediary Strategy (O, I)

F-Secure has its headquarters in Helsinki, Finland and offices in USA, France, 

Germany, Sweden, U.K., Japan and Italy. The company is supported by a global 

network of value-added resellers (VARs), distributors and Internet Service 

Providers (ISPs) in over 50 countries.

F-Secure’s outward operations are organized through sales subsidiaries and 

licensing (DIMOs). (It should be pointed here out that in terms of firms selling 

know-how-based products (software), licensing a right to use the software belongs 

to DIMOs, whereas in the traditional POMSICA model licensing is a part of 

NIPOs, because is understood as selling a licence to a firm abroad to manufacture 

something.) Sales subsidiary was chosen because it is the alternative with least 

problems, for example concerning transfer pricing. In terms of inward operations, 

F-Secure has used licensing in order to optimize time-to-market. For example a 

spy ware solution was licensed from Lavasoft instead of developing one of the 

firm’s own. In addition some services are outsourced.

In terms cooperative operation modes, F-Secure has signed several partnerships in 

the areas of technology development, distribution, marketing and sales over the 

course of its history. Lately the company has concentrated on developing 

collaboration with the ISP channel that services consumer market (especially 

USA), the VAR channel to service SMEs and large IT companies that outsource 

services to large enterprises.

F-Secure uses hybrid distribution strategy. In addition to its own direct selling via 

the Internet, the company is supported by a global network of value-added 

resellers and distributors in over 50 countries. F-Secure protection is also 

available through ISPs, large IT companies, mobile equipment manufacturers, and
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mobile operators. The intermediary (channel) partners take care of promotion, 

sales, customer relationship management and billing of F-Secure’s products and 

services.

The reason for using various different sales channels is that there are differences 

in the way enterprises of different sizes and home users prefer to purchase their 

services. Whereas firms with annual IT budgets usually buy licenses, customers 

that prefer monthly billing often opt to subscribe to a monthly-billed service.

The distributors were first chosen in each country among the leading IT security 

specialists. As the market has developed, F-Secure has looked for partners who 

supply customers with other software, not just consult them in terms of IT 

systems. The ISP channel is the fastest growing distribution channel. The benefits 

of the ISP channel are that operators have an established relationship to the 

customer and they can charge for the service in the monthly bills. The ISP channel 

is also good in markets such as the USA where the brand is not so well known, as 

customers will trust their operator to supply them with a quality service.

Market Strategy (M)

F-Secure’s products are available in over 50 countries. F-Secure first entered 

Nordic countries in 1991 and later, in 1993, Germany, Spain and UK. The rest of 

the European countries followed soon after that. The US market was entered in 

1996. The US markets were however already divided in terms of antivirus and 

intrusion prevention, so for the first four years F-Secure concentrated on the 

encryption business there. During 1999 and 2000 the company entered Hong 

Kong, Japan and China.

F-Secure has experienced de-intemationalisation, when it withdrew from Hong 

Kong and France. The difficulties in entering a market arc often dependent upon 

finding competent people to manage the subsidiary.
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Presence in the lead market (USA) is necessary in the security industry in order to 

keep up with competitors and to look for niche markets that a smaller player could 

supply.

Price Strategy ($)
F-Secure uses geographic pricing because customers in different regions are ready 

to pay different prices. However, inside certain regions there are differences in 

prices (for example in EU because of different language versions). In all the 

markets, the prices have gradually come down as a result of competition, starting 

with the USA.

F-Secure was one of the first-movers in the business, so they were able to price 

their products so they could finance their operations from revenues and did not 

need to seek external financing.

Advertising and Brand Strategy (A)

F-Secure sells its products under a global corporate brand, i.e. product names 

consist of the corporate name followed by the product name. F-Secure is also in 

the OEM business: its customers are network component manufacturers, for 

which F-Secure produced preinstalled encryption solutions. The OEM business 

plays a much smaller role nowadays than in the early years in business. At that 

time OEM was preferred as a less expensive alternative to building one’s own 

brand.

Other information

Before 1999 F-Secure was known as Data Fellows.

Critical issues and challenges for growth and internationalisation

The major critical issues for F-Secure’s growth and internationalisation have been

channel creation and creating pull in the market. The major challenges in bringing

104



about growth and internationalisation have been finding the right people to enable 

growth in new territories and building an internationally recognized brand.

Sources and Uses of Financing

This part looks at sources and uses of financing for F-Secure. Figure 18 below 

depicts the amounts, sources and uses of funds in different stages of the life cycle 

of F-Secure as well as the development of annual turnover since 1988. The chart 

under the turnover is based on the POM$ICA model (Luostarinen, 1990). Sources 

and uses of funds are elaborated on after figure 18.
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F-Secure’s 2004 turnover was €47.3 million and net profit €13.4 million. The 

compound annual growth rate6 (CAGR) of F-Secure’s turnover since 1991 is 

47.8% and of net profit 74.1%. Until the IPO in 1998 F-Secure had been 

profitable but during the four year period since the IPO the company made losses. 

This coincides with the IT bust and the worldwide recession. The pre-bust CAGR 

of F-Secure’s turnover is 70.1% and post-bust CAGR 3.6%.

Sources of funds

See below the major sources of financing for F-Secure since 1988.

Year Investor/Source Origin Amount Ownership
1988 Cash flow from

revenues
Internal

1998 IPO Domes tic/intemational €47 million Risto Siilasmaa 
(56.7%), F-Secure 
management (19.1%), 
institutional investors 
(20%), public (3.2%)

Table 20. Sources of financing /F-Secure

In the early days, F-Secure was able to finance its operations by cash flow from 

revenues. Thus no external financing needed or even desired, as it would not have 

enabled much faster growth. Furthermore, the venture capital market was 

undeveloped in Finland at the time of establishment of the company.

In 1998 F-Secure decided to get listed in HEX in order to finance growth, as the 

convergence of the IT security business was starting. The company raised €47 

million from domestic and international investors.

Rate at which an investment grows as though it had grown on a steady rate.
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In addition to the sources mentioned above, F-Secure has also received funding 

for R&D from Tekes. Even though the amounts were relatively small, the support 

from Tekes was essential for example in deciding to implement risky but 

significant projects (e.g., Windows-based products in the beginning of 1990s). 

Since 1998 when information about Tekes funding has been public, F-Secure has 

received €227,000.

Investor Profile and conditions

After the IPO 75.8% of shares were still held by Risto Siilasmaa and F-Secure 

management and personnel (Siilasmaa alone 56.7%). 20% were offered to 

international and domestic institutional investors and 3.2% to general public.

Uses of funds

The uses of funds, i.e. the focus areas of resources, are described in the lower part 

of figure 18. The arrows depict POMÎICA areas and the dark boxes are focus 

areas of resources in different stages of the life cycle of F-Secure. The focus areas 

are marked based on the case interview and information in F-Secure’s annual 

reports.

F-Secure’s seed phase covers years 1988 to 1990, and the start-up phase 1990 to 

1993. As F-Secure is a typical engineer-driven company, in these phases it 

concentrated heavily on R&D. In 1993, in the beginning of the growth phase, 

significant resources started to be committed to developing distribution channels, 

i.e. establishing sales offices in Europe and finding distributors. Only since 1996 

F-Secure started to invest significant resources in marketing, by which the 

company means commercialisation of the products. The most important event in 

the growth phase is F-Secure’s IPO in 1998. In 1999 and 2000 F-Secure also 

entered Japan, Hong Kong and China, and expanded its marketing operations 

worldwide. In addition R&D capabilities were reinforced and regional operations 

strengthened.
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Maturity can be considered to start in 2000/2001. It coincides with the IT bust and 

recession. In this phase F-Secure developed its Security as Service concept, which 

was introduced in 2000 and piloted in 2001. In the years 2001 and 2002 F-Secure 

concentrated on developing the ISP channel (B2B business) in order to reach 

small customers and home users with the Security as Service concept. Another 

important area in this phase has been sales. In addition the company brand was 

renewed in 2002. All in all, these actions (new product concept, shift to B2B 

market and brand emphasis) can be regarded as the company’s answer to 

maturing security software market and increased competition. Future growth will 

be implemented through increased marketing and sales efforts, as well as 

development of multiple channels, such as the ISP channel.

Effect of stock market crash

The stock market crash did not affect F-Secure directly, as its stock currently 

trades at higher levels than in the IPO. However, there were indirect effects, as the 

markets for F-Secure’s products decreased in 2000, especially in the case of 

encryption markets in USA. The encryption business had to be scaled down 

accordingly. The antivirus business is more predictable and less dependent on 

business cycles.

Effect of industry to financing

F-Secure was one of the early innovators in the security software business and 

thus were in a good position to get listed in the late 1990s.

3.1.2 SSH

Background information

This part presents background information about the second pre-bust case 

company SSH.
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Company Description

SSH Communications Security Oy (‘SSH’) is a provider of enterprise security 

solutions and end-to-end communications security. The company was established 

in 1995 and it was listed in HEX in December 2000. SSH’s turnover in 2004 was 

€8.2 million. (The 2003 turnover was €13.9 million; the decrease is due to 

divesting of SSH’s OEM business).

Born Global Characteristics

SSH fulfils even the strictest criteria for born globals, as in 2004 69.1% of its 

turnover came from North America, 21.9% from Europe, 7% from Asia-Pacific 

and only about 2% from Finland. This makes SSH is a mature stage born global. 

Furthermore, the proportion of R&D is over 40% of net sales.

Industry

SSH operates in the network security appliances and software markets (estimated 

$3.7 billion in 2004 according to Infonetics Research Quarterly March 2005). The 

market is forecast to grow to $5.5 billion in 2008, as data crime and misuse 

continue to escalate. Also IT architecture evolution and new legislation (such as 

Sarbanes-Oxley in USA) will set tighter requirements for security and increase 

security spending by government agencies, banks and corporations.

The main competitors of SSH are J.G. Van Dyke and Associates, Inc. (USA), 

partly SSL/VPN suppliers, partly IPSec suppliers and OpenSSH, as well as WRQ 

Inc. USA, selling a SSH product licensed via F-Secure.

Company vision, mission and objective

SSH’s vision is to be a leading global supplier of the niche of managed security 

middleware to large enterprises, financial institutions and government agents. 

Managed security middleware can protect critical business applications without 

the need to re-engineer the actual applications or the supporting IT infrastructure. 

The company mission is to enable secure business operations for its customers.
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SSH’s long-term objective is to grow vigorously (25-30% net sales growth in the 

long term).

Founders
SSH was founded in Espoo, Finland, in 1995 by Applied Computing Research 

(ACR), owned by Mr. Tatu Ylönen. He used to run his own software development 

business already during his studies in Helsinki University of Technology. 

Ylönen’s company had a track record in innovations, technology and advanced 

software development methods and it was involved in projects for global 

companies pre SSH. He also participated on creating technology standards in 

international developer forums.

Owners
SSH is currently owned by Mr. Tatu Ylönen (52.41%), Mr. Tero Kivinen 

(8.39%), Assetman Oy (4.98%), Markus Jaakonsaari (2.22%) and other 

individuals, companies and institutional investors in Finland and abroad.

POMSICA Model of globalisation and global marketing

This part analyses the POMSICA pattern of SSH in order to understand the 

characteristics of its business in preparation to looking at the financing needs of 

the company. The POMSICA pattern of SSH can summarised in a tabular form as 

seen below.
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POMSICA / SSH Remarks
Product / Customer Strategy - Know-how, systems

- Target segment: large 
organizations, such as 
enterprises, financial 
institutions and government 
agencies

Operation / Intermediary 
Strategy

- Outward: NIMOs, DIMOs 
(including licensing) and 
cooperative modes 
simultaneously
- Hybrid intermediary strategy: 
a) direct (via internet also) b) 
indirect via system integrators, 
agents, contractors

- No direct investment 
production modes used: R&D 
in Finland
- High touch sales strategy: 
company speaks with the end- 
user but the formal contract is 
made through a channel.

Market Strategy - Own operations in five 
countries, products available in 
over 50 countries through 
agents
- Internationalised / globalised 
after three years

- De-internationalisation from 
Korea and Taiwan

Price Strategy - Global pricing
- Earnings logic: licensing and 
provision of related services

Advertising / Brand Strategy - Global corporate brand + 
product brand

Eg. SSH Tectia

Table 21. РОШ1СА Pattem ofSSH

Product and Customer Strategy (P, C)

SSH currently sells software, SSH Tectia being the main product. Also services 

are available to customers, making the extended offering a system. The target 

segment includes large organizations, such as enterprises, financial institutions 

and government agencies. The target segment is obviously global, as the IT 

environment is the same everywhere. Since the IPO the aim has been to move to 

the large end-user enterprise market, within which the chosen target niches and 

sub-segment markets are pursued globally. The earnings logic is based on 

licensing of developed end-user software and provision of related services.

SSH Tectia is a system-level solution to secure data transfer both externally and 

internally: securing data communication of IT system administration, securing file 

transfers between servers and databases, and securing the use of critical business
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applications (customer relationship management, patient information, financial 

reporting) between user workstations and servers. In the future the service layer 

will possibly be augmented further for instance with more extensive professional 

services, consultations. However, the current service offering covers updates, 

access to 24-hour helpdesk and access to SSH database on for example 
troubleshooting.

The central innovation behind all SSH products is the Secure Shell Technology 

originally developed by Mr. Ylönen. The competitive advantage of SSH Tectia is 

based on the scale and capacity of the product, alongside with performance, 

speed, central management characteristics, and services. The product is not 

customized as per customer but its generic parameters can be varied and the 

customer can decide what combination of characteristics they wish to purchase.

It is worth mentioning that SSH started as a technology house with development 

of Secure Shell Technology and product, which was first commercialized in 

cooperation with F-Secure and SSH’s earnings were based on royalties. In the 

first few years time SSH built a solid OEM business model, earning from 

licensing of OEM software products of IPSec technology. It was only since 2000 

that SSH moved in the value chain to sell software and VPN equipment, as well 

as IPSec products to end-users. After the IT market crash VPN hardware business 

was pulled out from and the matured IPSec products and OEM business were 
sold.

Since end 2003 SSH has repositioned itself again and as mentioned focused on 

end-user security solutions for large organisations. This is because technological 

innovations in network security at technology level are slowing down but fast 

growing business opportunities lie closer to end-users in the value chain. SSH’s 

strategy is also leaning strongly on the emerging legislation (Sarbanes-Oxley), 

new risk management models, new IT security needs and architecture. 

Considering company’s existing installed base, customer relations and in-house
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competencies, SSH has decided to maintain a carefully placed focus strategy. 

Focus is extensively on relatively few big customers, such as Fortune 500 firms.

Operation and Intermediary Strategy (O, I)

SSH operates in five countries: Finland, USA, Japan, Germany and the U.K. 

However, its products are sold in over 50 through different intermediaries.

SSH’s outward operations are organized through licensing (as in DIMOs, 

licensing of right to use the solution), sales subsidiaries in USA and Japan and 

sales promotion subsidiaries in Germany and U.K... Inside the EU there has been 

no need to have separate operations. However, as part of its strategy SSH also 

pursues partnerships for sales and marketing coverage. SSH’s products are 

represented by a number of local, regional and global partners. SSH owns 

substantial patents and other intellectual property rights (IPR), which open up new 

opportunities for cooperation and growth.

SSH has a hybrid intermediary strategy using both direct and indirect sales 

channels. Indirect channels include for example system integrators. Internet and e- 

business are complementary and in a support role. Hybrid intermediary strategy is 

chosen because the way the SSH’s customers prefer to purchase security solutions 

varies. The channel partner usually takes care of sales and promotion and/or 

integration, while SSH supplies the product and services.

SSH sells directly to financial institutions, which have strong IT competence in- 

house, and to large corporations, which however use outside consultants in the 

integration of the IT architecture. In addition to its own direct sales, SSH sells its 

products indirectly through agents, system integrators and contractors used by for 

example governments as their purchasing channel. However, often even in 

indirect sales SSH operates by using so-called a high touch sales strategy. This 

means that the company speaks with the end-user but the formal contract is made 

through a channel. The company is very flexible as far as who makes the formal
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deal. Agents are used in countries where it does not pay off to establish a separate 

office.

Market Strategy (M)

SSH is a typical bom global in its market strategy, because it entered foreign 

markets only three years since its establishment and went directly to lead markets.

Since its establishment in 1995, SSH expanded to USA in 1998, Japan in 2000, 

Germany and Taiwan and Korea in 2001, U.K. in 2002 and expanded its U.K. 

presence in 2004. The strategy has been to go to the biggest network security 

markets USA, Japan, Germany and U.K., which however all are in different 

development stages. In these markets locations have been chosen according to 

decision-making locations and concentrations of large organizations. The growth 

potential of the U.K. and German markets also affected the decision to set up 

sales offices there.

Japan, Korea and Taiwan were entered as a result of the earlier OEM IP Sec 

technology business. When OEM business was divested, SSH de-intemationalised 

from Korea and Taiwan but decided to convert its sales promotion subsidiary in 

Japan into a sales subsidiary for SSH solutions instead of pulling out of the 

market.

The role of lead markets in the network security business is essential. It is 

important for SSH to be present in the demanding lead market USA, because if it 

succeed there, it is likely to succeed also in Europe and Japan. Furthermore, the 

legislation concerning security is the tightest in USA and drives the market into 

updating and strengthening the network security of large organisations. This way 

SSH benefits from the presence in the US market and is able apply the knowledge 

accumulated in European and Asian markets, which will sooner or later follow the 

suit in terms of network security requirements.
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Price Strategy ($)

SSH uses global pricing. In its inception SSH was able to price its products so, 

that it could finance its operations by revenues (royalties, OEM business). After 

the listing in 2000 SSH has been able to rely on its cash position in developing the 

business.

Advertising and Brand Strategy (A)

SSH has used a combination of its global corporate brand and a product name 

(SSH Tectia) since 2004. This is due to the too close association of the Secure 

Shell Protocol standard and the name SSH. The company shifted from OEM to 

building its own brand in 2000. However, already in the OEM period SSH 

become well known as a company as the developer of the Secure Shell 

Technology and the IPSec market leader.

Critical issues for internationalisation

The two major critical issues in terms of internationalisation for SSH have been 

the OEM business and the IPO. In the 1990s a skillfully crafted OEM strategy 

enabled financing of development of the firm to a new level. At this stage SSH 

benefited from not having to build an expensive sales and marketing organization 

and it could concentrate entirely on perfecting the technology. The IPO raised 

significant resources to enable SSH to continue running and developing its 

business further according to its strategy. Finance was never a restrictive factor in 

SSH’s growth and internationalisation. In the beginning company got cash flow 

from revenues and raised funds needed in the IPO.

Main challenges in internationalisation

The two main challenges for SSH in terms of internationalisation have retaining a 

good negotiation position in the OEM strategy, and the difficulty of building a 

sales and marketing organization. A major challenge at the OEM business phase 

was to maintain a good negotiation position against customers that are usually big 

corporations. Weakening of negotiation power becomes a problem especially as
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the product matures, price goes down and competitors’ offerings catch up. A 

company thus needs to keep innovating and developing the product offering in 

order to offer a better product than competitors or a unique customized offering. 

Another challenge is related to building a sales and marketing organization 

abroad, which is very expensive. The key is to understand the customer 

purchasing behaviour, to find the most appropriate ways to sell and consequently 

develop a strategy with synergies and a clear focus.

Sources and Uses of Financing

This part looks at sources and uses of financing for SSH. Figure 19 below depicts 

the sources and uses of funds in different stages of the life cycle of SSH as well as 

the development of annual turnover and profit/loss in euros since 1995. Sources 

and uses of funds are elaborated on after figure 19.
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Figure 19. Company/ Venture Capital Life Cycle vs. POMSICA 7 SSH

SSH’s 2004 turnover was €8.2 million and net profit -€5.8 million. The company 

divested its OEM business in December 2003 and therefore the turnover fell 

significantly from the 2003 level of €13.9 million. SSH’s compound annual 

growth rate (CAGR) of the turnover since 1998 is 26.3% and of net profit - 

321.7%. The company was profitable till the IPO in 2000 and has since made 

losses, with the exception of 2003. The pre-bust CAGR of SSH’s turnover is 

149.9% and post-bust CAGR -14.9%.
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Sources of funds

See below the major sources of financing for SSH 1995-2004.

Year Source Origin Amount Ownership
1995 Cash flow from revenues Internal
Jan
2000

Private Placement USA $14 million

Dec
2000

IPO Domestic/international €40 million Tatu
Ylönen
(ACR)
63.2%

Nov
2003

Sale of VPN hardware and
OEM business

SafeNet Inc., USA €13.4 million

Table 22. Sources offinancing of SSH 1995-2004

Since its establishment in 1995 SSH was able to run business by cash flow from 

revenues. This was because it was one of the leading players in the network 

security business and the demand drove prices of the security software up and the 

business was very profitable.

In January 2000 SSH made a private placement and later in the year, in December 

2000 it was listed on Helsinki Stock Exchange. The company priced the share at 

€16.50 and raised about €40 million from domestic and international investors. In 

November 2003 SSH sold its IPSec VPN OEM businesses to SafeNet Inc. for 

€13.4 million.

In addition to the sources listed in the table, SSH has received funding annually 

from Tekes for technology projects (€2.6 million since 1998 when the information 

about Tekes funding has been public).

Investor Profile

The institutional offering was thirteen times subscribed and the retail offering five 

times. 60% of the institutional offering was subscribed by Finnish investors, and 

40% by international investors. There were 8 500 subscribers in the retail 
offering.
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Conditions and effects

The founder Mr. Tatu Ylönen maintained the majority of voting rights in SSH 

even after the IPO in 2000. His ownership and voting rights decreased by only 4.5 

percentage points from 67.7% to 63.2%.

Uses of funds

As seen in figure 19, product and R&D have been an important focus area in 

terms of uses of funds throughout the life cycle of SSH. Even currently R&D 

accounts for over 40% of turnover. The seed and start-up phases of SSH’s life 

cycle are characterised by royalty and OEM business. For this reason SSH also 

had intense and active sales efforts.

The growth phase is regarded to start with the entry to USA in 1998. However, he 

most important event in this phase was the IPO in late 2000. The aim of the IPO 

was to raise funds in order to develop VPN hardware business and move towards 

the end-user in the value chain. However, after the IT market recession and stock 

market crash, demand for these products reduced considerably and SSH first 

stopped and later divested the business altogether. As a result there was a huge 

write-down of VPN related investments.

Shortly after the IPO SSH thus entered maturity stage in its life cycle. The 

company has committed increased resources to developing operations and 

markets as well as sales and advertising. It has been able to operate with the cash 

raised in the IPO as a buffer through more difficult business cycle.

Lately, after the repositioning of SSH, the company has concentrated on 

commercialization (sales and marketing) of the new product. Thus investments in 

this area have been very large (in 2004 103% of turnover). Simultaneously the 

company has also invested in R&D and developing of the B2B intermediary 

strategy. SSH still has a good cash position as a result of the IPO so it has been
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able to develop the areas mentioned. In addition, the profit obtained from the 

divestment of the OEM business has been a source of funds.

Effect of changes in operating environment stock market crash 

SSH was established during a period when the security network technology was 

being developed. Demand for the new network security products was high and 

there were enormous possibilities for companies in the industry. SSH was listed in 

Helsinki Stock Exchange in December 2000, i.e. at the end of the IT hype. The 

IPO was successful because SSH had a good track record and the know-how to 

implement its strategy. SSH raised about €40 million in the IPO in an 

oversubscribed offering.

The stock market crash in 2000 had a rather harsh effect on the business of SSH. 

For several years IT markets did not grow as expected. Quite the opposite: 

markets for the new VPN business being developed melted, as the operating 

environment became more demanding. Even though SSH had resources to 

develop a competitive product after the IPO, low demand made the risk of failure 

so big that the company decided to pull out of the business altogether. The vision 

and strategy developed had to be changed fundamentally and the company had to 

implement big restructurings. At the peak SSH employed 200 people; now there 

are just under 100 employees.

Currently the industry is like any mature industry: there are a lot of players and 

tight competition. On the other hand, in the IT industry there is always room for 

creativity and innovation. However, it has become increasingly more difficult for 

small players to compete against big corporations’ resources. Therefore it is even 

more important than ever to choose a market niche and develop a clear focus and 

strategy for sales and marketing. Furthermore, all this has to be done 

inexpensively.
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Effect of industry to financing

The effect of industry in SSH’s financing has been obvious: in the beginning 

demand for company’s products was high and it was able to price its products 

profitably, and finance the company by cash flow from revenues. Therefore it did 

not need to seek for external financing in its inception. As the IT hype escalated, 

also SSH was able to get listed on Helsinki Stock Exchange because it represented 

a hot industry.

3.1.3 Smartner

Background information

This part presents background information about the third pre-bust case company 

Smartner.

Company Description

Smartner Information Systems Ltd. (Smartner) provides mobile software 

solutions, especially mobile push e-mail software, to consumers, enterprises, 

device manufacturers (such as Ericsson) and telecom operators (such as 

Vodafone, Orange and Telefonica). The company was established in Helsinki, 

Finland in 1999 and was sold to a US mobile software company Seven Networks, 

Inc. in 2005. Smartner’s 2003 turnover was €2 million.

Born Global Characteristics

Smartner (as it existed before the Seven acquisition) fulfils the bom globals 

criteria, as 50% of its turnover comes from Asia (25%) and Middle East (25%). 

The rest is divided between Finland (5%) and rest of Europe (45%). This makes 

Smartner a mature stage bom global. Seven and Smartner together operate also in 

USA and Japan. R&D accounts for about 30% of expenses.
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Industry

Smartner operates in the mobile e-mail business that is still only in its inception. 

The turnovers of the companies in the mobile e-mail business are quite low 

compared to the valuation levels. However, the popularity of the BlackBerry 

wireless device (by the US company Research In Motion, Inc.), which pioneered 

the push e-mail technology, has proven that there is a market for enterprise mobile 

e-mail.

Smartner estimates that there are 300 to 400 million e-mail accounts in companies 

worldwide and so far only 3 million of them use wireless e-mail. Yankee Group 

estimates that there are 50 million mobile workers, of which 3.2 million used 

mobile e-mail in 2004 (2.51 million of them use RIM’s BlackBerry generating 

revenues of $1.35 billion while according to Seven several hundreds of thousands 

subscribers use their software). This gives an estimate of $1.72 billion business at 

the moment. Radicati Group estimates this number to grow to 38.7 million in 

2008; about $20.8 billion market. The new Seven considers itself number two of 

the industry after RIM. Intellisync is another big competitor.

Company mission and objective

Smartner’s mission is to expand the range and possibility of mobile 

communications across the globe with intelligent user-friendly solutions. 

Smartner’s objective is to bring mobile e-mail for everyone, i.e. to mass markets. 

An IPO is possible in 2006.

Founders

Smartner was founded in 1999 by Mr. Jussi Räisänen and Mr. Mika Uusitalo. Mr. 

Ari Backholm and Mr. Robert Rasmus joined them shortly after, so in effect they 

are also co-founders of the company. Räisänen, Uusitalo and Backholm studied 

Industrial Management in Helsinki University of Technology, and have worked in 

Sedecon (management consulting), Nokia and Digia. Rasmus worked previously 

in Sonera and holds an MBA.
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Owners

Prior to the acquisition by Seven the ownership was divided between Amadeus 

Capital, U.K. (37%), management and personnel (23%), Eqvitec Partners, Finland 

(19%), IT Provider, Sweden (14%) and Sitra, Finland (7%). The old owners 

continue to own Seven after the acquisition but the details are not disclosed.

POMSICA Model of globalisation and global marketing

This part analyses the POMSICA pattern of Smartner in order to understand the 

characteristics of its business in preparation to looking at the financing needs of 

the company. The POMSICA pattern of Smartner can be summarised in a tabular 

form as seen below.

POMSICA/Smartner Remarks
Product / Customer Strategy - Know-how (software)

- Software designed for end- 
users but sold via B2B strategy

To bring the software to users,
Smartner has to cooperate with 
the entire ecosystem (as they 
call it) of telecom operators, 
device manufacturers, 
enterprises of different sizes 
and consumers

Operation / Intermediary 
Strategy

- Outward: NIMOs and
DIMOs (including licensing) 
simultaneously
- Hybrid intermediary strategy: 
a) direct sales to end-users via 
internet b) indirect distribution 
through telecom operators and 
manufacturers of mobile 
devices (in effect OEM)

- No direct investment 
production modes used: R&D 
in Finland

Market Strategy - Own operations in five 
countries, products available in 
30 countries through operators
- Internationalised after two 
year
- Globalised after four years

Based on choice of partners 
(operators)
No de-/re-internationalisation

Price Strategy - Local pricing
- Earnings logic: licensing

Advertising / Brand Strategy - Global corporate B2B brand Smartner
Table 23. POMSICA Pattem of Smartner
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Product and Customer Strategy (P, C)

Smartner sells proprietary software mobile push e-mail to businesses, individuals 

and telecom operators. The earnings logic is based on licensing the company’s 

know-how on a monthly basis. Smartner has also sold some one-off licenses. On 

top of that the company offers services, which makes the offering a turn-key 

solution (system).

There is no single innovation that the software is based on, but the competitive 

advantage is based on making mobile e-mail easy to use as a whole: simple to 

install and run, and completely automatic to the user. In the past, users have had 

to check their mailbox periodically and then "pull" new mail from the server to 

their handset. In a "push" e-mail service, the server notifies the handset 

automatically as soon as new mail is available, and then pushes the message out to 

the handset. Moreover, Smartner’s software is secure and cost effective. Also, 

when selling to big customers, references, track record and credibility in the 

market are important.

The mobile e-mail software is designed for end-users. However, in order to be 

able to bring the e-mail to users, Smartner has to cooperate with the entire 

ecosystem of telecom operators, device manufacturers, enterprises of different 

sizes and consumers. In effect all of these groups are target segments in 

Smartner’s customer strategy. Smartner customises its offering by delivering 

special services under the operator brand, and by optimising the service to work 

on the mobile devices of each manufacturer.

Operation and Intermediary Strategy (O, I)

Smartner is located in Helsinki, Finland, U.K., France, Spain, and Sweden. In 

terms of outward operation modes Smartner operates through licensing, sales 

subsidiaries and what the company calls representative sales subsidiaries 

(DIMOs). However, the headquarters in Finland makes the licensing contracts. 

This is possible because of the nature of the product. Smartner has no inward
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operations. The company cooperates with telecom operators in marketing the 

software to end-users. This is cost-effective and lets Smartner focus on 

developing the technology and the software.

Smartner uses a hybrid intermediary strategy. The main distribution channels are 

telecom operators, and the manufacturers of mobile devices, which market the 

software to their customers (also telecom operators). In effect, the device 

manufacturer channel is a form of OEM business. In addition, Smartner sells its 

software to end-users (both consumers and business people) directly on the web. 

However, the purpose of this is to have a direct feedback channel from the end- 

users, not so much to generate revenues. The role of the operator and 

manufacturer channels is to promote and sell the product to, and to service the 

end-users. However, while the channels are still learning, Smartner offers them 

services to assist in these tasks.

Market Strategy (M)

Smartner’s market strategy is based on telecom operators rather than looking at 

single markets. The operators are chosen based on how advanced they are 

technologically. Smartner entered foreign markets two years after its 

establishment in 2001 and its software is now available in about 30 countries 

through 45 operators.

The first customers were in Italy and Switzerland. In 2002 Smartner entered 

Ireland, in 2003 the U.K. by acquiring Commtag Ltd., in 2004 France, Spain, 

Germany, South East Asia (Singapore, Indonesia, Philippines) and the Middle 

East (Bahrain, Kuwait, Arab Emirates) and in 2005 Russia, Thailand, Malaysia 

and Slovakia. Seven also operates in the USA and Japan.

The role of lead markets is essential also in mobile e-mail business. The big 

enterprise markets like U.K., USA and Japan are important. In addition there are 

gateway countries, through which Smartner has been able to open up new, related
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markets. Examples of these are Singapore, which was an important showcase in 

Asia and Spain for South America. Smartner never entered the competitive US 

market on its own because it would have required huge resources. However, in the 

later stage Smartner started seeking a new financing round in order to enter USA.

Price Strategy ($)

Smartner uses local pricing because price levels and end-users’ ability to pay for 

the software vary significantly. Competition has not reduced the end-user pricing. 

Quite the opposite: because BlackBerry is relatively expensive, has Smartner been 

able to raise its end-users prices.

Advertising and Brand Strategy (A)

Smartner’s branding strategy is to use a global B2B corporate brand. Operators re

brand the software to their customers, which makes the business effectively OEM 

from the point of view of Smartner.

Critical issues for internationalisation

Focus, canvassing (i.e. getting customers) and development of distribution 

channels have critical factors in Smartner’s internationalisation. Focus in business 

means that even though you would have the ability to have anything, you must 

concentrate only on the things that take the business forward. For Smartner 

important focus areas have been customer canvassing and distribution channels. 

Instead of emphasizing product development, like many Finnish firms, Smartner 

concentrated on getting customers and revenues already in the early years of 

business. The idea is that once you have got your first customers, you can start 

developing the product further, and can sell it to a larger target segment. Getting 

the first customers is also essential in terms of references that ease the sales effort 

and entering the market.

After the first customers a firm needs to develop distribution channels, i.e. in 

Smartner’s case find operators to act as intermediary partners to deal with sales,

126



promotion and customer relationship management. It is important to offer the 

channel (both direct and indirect) incentives so that the people in the customer 

interface are motivated to make an effort to sell the software to end-users. Finnish 

firms often neglect this, simply because selling directly is easy in a small country 

like Finland. In terms of product strategy, the product itself is not central but 

rather the ability to commercialise it and thus get costs down and increase 

efficiency is important in a business like that of Smartner.

Main challenges in internationalisation

In the very beginning the biggest challenge for Smartner was to do implement 

things for the first time: to the get the first customer, to get the first international 

financing round - liability of newness. Once you had a few customers, increasing 

revenues by 10% is not a problem by taking advantage of your references. Now 

that Smartner has an impressive track record, more or less all operators are 

interested in cooperation. It has become challenging to manage the offers and run 

rather complex international operations smoothly.

Sources and Uses of Financing

This part looks at sources and uses of financing for Smartner. Figure 20 below 

depicts the sources and uses of funds in different stages of the life cycle of 

Smartner as well as the development of annual turnover in euros since 1999. 

Sources and uses of funds are elaborated upon after figure 20.
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Because Smartner’s history is so short, the development of its turnover can be 

traced in more detail. In 1999 to 2000 Smartner did consulting projects in order to 

generate cash flow from revenues to run and develop the business. In 2001 the 

company got the first customers for its mobile e-mail software but the turnover 

was still rather low at €100,000 euros. In 2002 turnover rose to €1.4 million and
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after a difficult year 2003, grew threefold to about €2 million in 2004. The 2005 

goal was €6 million, and the company was on a good track to reach that before 

Seven acquired it. The compound annual growth rate (CAGR) of Smartner’s 

turnover since its internationalisation in 2001 is 95.1%. Smartner has made losses 

throughout its history. Smartner’s pre-bust CAGR of turnover is 100% and post

bust CAGR 160.5%.

Sources of funds

See below the major sources of financing for Smartner 1999-2005.

Year Source Origin Amount Ownership
2000 Cash flow from revenues Internal
2000 Business angel Domestic N/A
April
2000

First financing round by Eqvitec, 
Sitra

Domestic €1.5
million

Sep 
2001

Second financing round by
Eqvitec, IT Provider and Sitra

Domestic/
international
(Sweden)

€1.9
million

May
2003

Third financing round by Amadeus
Capital Partners, Eqvitec, IT
Provider and Sitra

Domestic/
international 
(U.K., Sweden)

€5 million Amadeus 37%,
management and 
personnel 23%, 
Eqvitec 19%, Sitra 
7%

Apr
2005

Acquisition by Seven (share 
transaction)

USA Not
disclosed

Old owners still in
but details not 
disclosed 
(employers: old 
Smartner 25% 
people and old
Seven 75% of 
people)

Table 24. Sources offinancing of Smartner 1999-2005

In addition to the sources mentioned above, Smartner’s technology projects have 

been financed by Tekes since 2000 (total €1.63 million).

Smartner secured three financing rounds in years 2000 to 2003, totalling €15 

million with the Tekes financing. The company has also got financing from 

Employment and Economic Development Centre (TE-keskus) for small projects. 

In 2004 Smartner started to seek a new financing round in order to expand to
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USA. However, European venture capital firms offered low valuations compared 

their US counterparts. The US players in the industry were able to raise three to 

four times as much as companies in Europe. At this point Smartner started to 

negotiate with Seven. This resulted in acquisition of Smartner by Seven that was 

paid in shares. This benefited Smartner by raising its valuation to US levels.

Investor Profile

Smartner’s investors include venture capital firms Amadeus Capital Partners, 

Eqvitec Partners, IT provider and Sitra. Amadeus Capital Partners Limited, is a 

venture capital company specialising in high-technology and mobile 

telecommunications sector investments in Europe. An independent fund 

management firm, Amadeus Capital Partners Limited advises on the investment 

of £288 million, raised through three funds. Amadeus is committed to nurturing 

its companies with a combination of management support and a global network of 

other technology investors and leaders. The Amadeus team brings to its portfolio 

companies a track record of building superior technology companies.

Eqvitec Partners Oy is a privately owned and independent Nordic technology 

venture capital firm. The firm has €300 million under management in four funds, 

from which they invest in early and growth stage technology-intensive companies 

in the Nordic area and support them in their development and expansion. In 

addition financing, they offer a combination of experience and expertise, 

networking connections and financial planning. Eqvitec’s aim is to add significant 

value, particularly intellectual capital with a focus on strategy implementation and 

business development.

IT Provider, is a leading Nordic Venture Capital advisory firm focusing on 

accelerating the growth of Nordic early and expansion stage technology 

companies. The firm advises four different investment funds with a total of SEK 3 

billion under management. It Provider has a long history and a demonstrated
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ability to partner with entrepreneurs and companies, develop a clear strategy and 

execute a successful exit.

Sitra, the Finnish National Fund for Research and Development, is an independent 

public foundation under the supervision of the Finnish Parliament. Its activities 

are designed to promote the economic prosperity of the Finnish people. The 

means used to achieve this are research and training, innovative projects and 

business development, and venture capital. Sitra’s aim is to establish and develop 

Finnish enterprises that are internationally competitive and profitable. Sitra is able 

to offer such companies both development and funding services. The focus lies on 

companies that are at an early stage of their existence.

Two major factors have been decisive in Smartner’s choice of investors. In the 

first round in 2000 the decision was based on credibility and international contacts 

of the investors Eqvitec and Sitra. IT Provider had cooperated with Eqvitec so it 

was a natural choice in the second round in 2001. The third financing round in 

2003 was lead by Amadeus Capital Partners because it had backed Commtag that 

Smartner had acquired.

In 2004 Smartner has several alternatives to choose from, including cash offers to 

sell the business and more venture capital funding. However, Smartner chose to 

sell the company to Seven, because it gave it a higher valuation and secured 

access to large funds. Seven was the best choice thinking of shareholders. 

Business press has estimated Smartner’s and Seven’s combined valuation to be 

$250 million.

Conditions and effects

As a whole Smartner has been satisfied with conditions of venture capital 

financing. They have been able to get good valuations even though the market has 

been difficult and slow to pick up. Old owners have invested more money in each 

financing rounds and have thus maintained their ownership at the same level
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throughout. Moreover, especially in the Seven deal the dilution has not been as 

issue because the new company has a lot of growth potential.

Uses of funds

The focus area in the seed phase was R&D. Entering the start-up phase, Smartner 

increasingly concentrated on sales because targeted and intensive sales efforts are 

important when selling few but large software and systems. The growth phase 

starts around 2001/2002. In 2003 the focus was on integrating the products of the 

acquired Commtag to the rest of the company.

In 2004 sales continued to be a main area of concentration but the company also 

started paying more attention to operations. The reason was that when the 

company grew threefold, operations and running of the business became more 

critical.

Effect of changes in business conditions

Smartner has experienced both the times before and after the stock market crash 

in 2000. Before that it was easy to obtain financing by just developing a good 

story and introducing a credible management team. You did not need a track 

record or a proof of your ability to generate revenues. In the last two to three years 

the situation has completely reversed. Especially in Europe investors carefully 

assess the potential of the firms before making a decision to finance. European 

venture capitalists are much more risk averse than their US counterparts.

Even though the stock market bubble burst and had a huge effect on the financial 

markets, the direct effect on Smartner was not that big. B2B market had not been 

as hyped as the consumer market and the company had not burned enormous 

amounts of capital anyway. There was of course an indirect effect, and as the 

markets slowed down, also Smartner experienced slow growth.
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Effect of industry to financing

The mobile e-mail business has attracted investors’ attention during the last six to 

ten months and has turned into hype. The reason is the success of BlackBerry, 

which has resulted in a lot of interest in push e-mail.

Finnish Financial Markets

According to the experiences of the Smartner interviewee, there exists a gap 

between European and US valuation levels of mobile e-mail companies and 

attitude towards risk between venture capital firms on the two continents. Some 

estimate that the valuation gap is a result of differences in the competitive 

environment. Europe lacks the kind of competition between venture capitalists 

that drives valuations up in USA. More specifically, because of the success of 

BlackBerry US investors know the industry better and understand its potential.

Smamer interview told he has observed a marked difference between the risk

taking ability of European and US venture capital firms has also raised a thought 

that maybe Finnish bom global entrepreneurs should not start firms in Finland at 

all, because the Finnish risk capital markets are not able to support the 

globalisation of such firms. That requires tens if not hundreds of millions euros. 

Finnish venture capital firms have resources to finance the start-up and seed 

phase, and also ventures that are limited to Nordic countries and have less risk. 

However, in financing a bom global Finnish venture capitalists face a huge risk in 

terms of attracting international financing. If a company cannot secure 

international risk capital, can it and the venture capital firms survive at all.

Smartner has received about €1.63 million of financing from Tekes to various 

technology projects and support to exports from Employment and Economic 

Development Centre (TE-keskus). Tekes funds have been very important in terms 

of ability to do R&D. Funding from Employment and Economic Development 

Centre are associated with application, planning and reporting processes are very 

heavy on the firm and reduce the benefits of the funds.
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3.2 Post Bust Case Companies

3.2.1 Sulake

Background information

This part presents background information about the first post bust case company 

Sulake.

Company Description

Sulake is a Finnish interactive entertainment company specializing in developing, 

publishing and distributing multiplayer online games and communities. Its main 

product is an online gaming environment Habbo Hotel. Sulake’s 2004 turnover 

was about €14 million. Sulake employs 170 people, of which 100 are in Finland.

Born Global Characteristics

10% of Sulake’s turnover came from Finland, 70% from rest of Europe and 20% 

from USA and Japan. This makes Sulake a development stage born global. Even 

though the tightest critérium for mature stage bom globals (50% of sales from 

outside of home continent) is not fulfilled, Sulake is a clear bom global because it 

has a global vision and high growth aspirations.

Industry

Sulake operates in various areas of the interactive entertainment industry, which is 

the fastest growing segment of the global entertainment and media market. 

Interactive entertainment is expected to grow from 25 to 55 billion USD between 

2004 and 2008, averaging a 20 percent compound annual growth. One of the areas 

Sulake is present, is massive multiplayer online game (MMOG) genre. That 

means a type of computer game that enables hundreds or thousands of players to 

simultaneously interact in an online game world they are connected to via the 

Internet.
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Founders

Sulake was founded in Helsinki, Finland, in 2000 by Aapo Kyrölä (25%), Sampo 

Karjalainen (25%) and a Finnish advertising agency Taivas Group (50%. Taivas 

is nowadays partly owned by WPP, one of the leading communications services 

companies in the world). In 2000 Aapo Kyrölä and Sampo Karjalainen were 

working in a Finnish new media company Satama as a programmer and graphic 

designer, respectively. Taivas was one of the biggest advertising agencies in 

Finland but it did not have any previous international experience in 2000, even 

though it was planning to open an office in London, UK.

Owners

Sulake is currently owned by Taivas Group, 3i Group, Benchmark Capital, Elisa 

Corporation, Aapo Kyrölä, Sampo Karjalainen and Sulake personnel.

Company mission and objectives

Sulake’s mission is to create new type of social game content: fun, social and non

violent concepts, which inspire creativity. They focus on properties, which have 

strong mass market appeal and are easy to access and play. Sulake titles will be 

published on mainstream platforms including online, mobile, handheld and 

consoles. Sulake's long-term objective is to become a world class interactive 

entertainment company which has a broad portfolio of products with other kinds 

of game and community concepts addressing different target audiences. In 

addition, Sulake intends to build Habbo into a new type of youth brand, which is 

anchored in the largest online youth community. According to the plans, the 

Habbo brand will extend to include mobile games and content, animation series 

and merchandising products.

Other information

Sulake and Habbo Hotel were preceded by simpler, more limited and less 

ambitious domestic versions of the service. Non-commercial Mobiles Disco was
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opened in 1999 as a hobby project and was expanded into Hotelli Kultakala 

(‘Hotel Goldfish’) cooperating with Elisa Group (a Finnish telecom operator) in 

2000.

POM$ICA Model of globalisation and global marketing

This part analyses the POMSICA pattern of Sulake in order to understand the 

characteristics of its business in preparation to looking at the financing needs of 

the company. The POMSICA pattern of Sulake can be summarised in a tabular 

form as seen below.

POMSICA / Sulake Remarks
Product / Customer Strategy - Service

- Global target segment: 12 to
15 year old teenagers

Operation / Intermediary 
Strategy

- Outward: DIMOs and 
cooperative modes almost 
simultaneously

- Hybrid intermediary strategy: 
a) direct via internet and b) 
marketing cooperation with 
channel partners

- No direct investment 
production modes used: service 
developed in Finland

Market Strategy - Own operations and service 
available in 16 countries
- Internationalised after one 
year
- Globalised after three years

- Based on internet penetration 
and usage as well as 
development of mobile payment
- No de-/re-internationalisation

Price Strategy - Global pricing
- Earnings logic: revenue 
sharing

Some adjustments according to
local price levels

Advertising / Brand Strategy - Global service brand + the 
URL ending different in each 
country

Eg. Habbohotel.de

Table 25. POMSICA Pattern of Sulake

Product and Customer Strategy (P, C)

Sulake develops, produces and runs a service called Habbo Hotel, a 3D animated 

online game environment designed for teens of age 12 to 15. Habbo Hotel has 

become one the most popular and fastest growing teen websites in the world. To 

date, over 22 million Habbo characters have been created (5 million in 2002, 10
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million in 2003), with three million unique users visiting Habbo Hotel each 

month.

The target segment is global (only in Japan and rest of Asia the target audience is 

and will be little older) that has grown all the time, as internet penetration has 

increased and people have got broadband internet connections. However, the 

segment has become younger all time; in the beginning also young adults used the 

Habbo Hotel service.

Habbo Hotel is a system (software and service) that can be accessed only on the 

internet. Sulake has also produced a similar kind of service for Coca-Cola USA, 

i.e. selling a turn-key project (a system) for the company. However, this was a 

unique exercise and Sulake now concentrates on its own Habbo Hotel service.

The main innovation behind Habbo Hotel is service concept that combines an 

interactive communication platform with attractive pixel graphics. The innovation 

is hardly patentable so competitive advantage is based upon the visual look and 

feel, usability, fun aspect and sociability of the service - could also be described 

as a community - as a whole. The service is only customised to the extent that 

Habbo Hotels running in different languages are produced for different markets. 

Earnings logic is based on selling virtual goods, furniture and equipment for the 

users to decorate their rooms with. The goods are paid by mobile phones. Sulake 

has also sold advertising space in the Habbo Hotel environment (eg. launch of 

Mountain Dew in Finland) but it has not been able to develop this further, and its 

full potential is yet to realize.

Operation and Intermediary Strategy (O, I)

Sulake operates in 16 countries and has local offices in Australia, Canada, 

Denmark, Finland, France, Germany, Italy, Japan, Netherlands, Norway, 

Singapore, Spain, Sweden, Switzerland, UK and USA.
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In terms of Sulake’s international outward operations, it operates through sales 

subsidiaries (DIMOs), with the exception of Japan and Holland. In these countries 

Sulake has chosen a cooperative mode of operation. In Japan a local cooperation 

partner runs the service. This is because Sulake does not know the Japanese 

market well enough to operate on its own. In Holland Habbo Hotel is co-run with 

a media house and also in Switzerland the service used to be co-run with an 

operator. The reason for this is that the partner wanted an operation like this.

The reason for Sulake to internationalise through centrally run sales subsidiaries is 

to retain the control of the company as a whole. Sulake has tried to operate with 

telecom operators but they have realized that they can do everything better by 

themselves. Operating in the customer interface also facilitates learning from 

customers, and understanding and responding to the needs of the target segment. 

Establishing a local sales subsidiary is not very capital intensive so therefore it is 

also a profitable way to organize operations abroad. Sulake has virtually no 

inward operations. Cooperative strategies are explained next.

Sulake’s intermediary strategy is of a hybrid form. Habbo Hotel is distributed to 

end-users through internet. However, channel partners, such as portals (eg. T- 

Online, MSN) and telecom operators, are essential in marketing and promotion of 

the service in the local markets. This cooperation is based on revenue share deals. 

Revenue share deals are also used with the partnering local mobile payment 
companies.

Market Strategy (M)

Sulake operates globally in 16 countries in all major continents in the gaming and 

mobile industries (Europe, Asia and USA). Sulake entered European markets after 

a year’s domestic period and globalised three years after the establishment of the 

company. Markets have been chosen on the basis of internet penetration and 

usage, as well as the development of mobile payment. An exception to this is the 

US market, to the extent that mobile payment is not very developed in USA yet.
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However, Sulake believes, that the US market has a lot of potential and will 

become a big market for Habbo Hotel. USA is also an important lead market in 

terms of the gaming industry as a whole.

The first foreign market that Sulake entered in 2001 was UK. They wanted to 

establish an English speaking Habbo Hotel that any English speaker could access. 

Later during 2001 another foreign Habbo Hotel was set up in Switzerland, as a 

Swiss telecom operator Orange got interested in cooperation with Sulake.

During 2002 and early 2003 no new markets were entered and it turned out to be 

difficult to sell Habbo Hotel to portals and other channel partners. The reason is 

that this period was a difficult one financially in the world as a whole. There was 

no financing available and demand for Habbo s service did not grow, as the world 

was experiencing a slump.

In 2003 Sulake entered Japan and Spain and soon after many other countries 

(Australia, Canada, Denmark, France, Germany, Italy, Netherlands, Norway, 

Singapore and Sweden). The latest Habbo Hotel was opened in autumn 2004 in 

USA. The next target markets to be explored in 2005 are Korea and China. Asia 

as a whole is a very interesting market for Sulake’s services, as internet gaming is 

very popular there. Sulake is also interested in entering Latin America later on, as 

there are a lot of visitors in Habbo Hotels especially from Brazil.

Sulake has not experienced de- or re-intemationalisation.

Price Strategy ($)
Sulake uses principally global pricing, although there are some differences based 

on local price levels. Sulake has been able to price their products so operations 

have also been profitable and cash flow from revenues has been positive. 

Effectively Sulake has no direct competitors so there has been no pressure on the 

price caused by competitors.
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Advertising and Brand Strategy (A)

Sulake’s product brand Habbo Hotel is global, apart from the endings attached to 

the URL in each country (for example www.habbohotel.de in Germany, 

www.habbohotel.jp in Japan).

Critical issues for internationalisation

The first critical issue in terms of internationalisation ability to take risks was the 

investment by Elisa Group (elaborated on in the section on Sources and uses of 

funds) in 2001. Later, as the service finally made a break through in 2003 and 

B2C markets started working again, it was critical to devote more money into 

running and developing the business abroad. Also, increasing amounts of money 

need to invested into launch marketing in order to achieve the desired growth and 

to launch the product successfully. After that word-of-mouth is essential in 

increasing the number of users in the target segment.

Main challenges in internationalisation

The main challenges in terms of internationalisation of Sulake were encountered 

in sales and marketing. The role of good sales people is bigger than the company 

realized in the beginning. Also, getting and finding the right partners for the firm 

proved difficult in the beginning, and continues to be a challenge. Furthermore, 

marketing in the launch stage at each market poses a lot of challenges. It has been 

a surprise to Sulake how difficult it is to enter a market even though the product is 

good. Communication between and coordination of a number of local offices is 

also difficult.

In terms of financing Sulake has experienced little problems apart from the period 

in 2002-03. At that point Taivas provided additional financing. The company has 

not even actively searched for investors. In the latest round investors actually 

approached Sulake.
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Sources and Uses of Financing

This part looks at sources and uses of financing for F-Secure. Figure 21 below 

depicts the amounts, sources and uses of funds in different stages of the life cycle 

of Sulake as well as the development of annual turnover and profit/loss since 

2000. The chart below the turnover is based on POM$ICA model Sources and 

uses of funds are elaborated on after figure 21. Cash flow from operations is 

excluded from the figure because it has played no role in Sulake’s history.
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Sulake’s 2004 turnover was €14 million. The company has been making losses 

throughout its history. The compound annual growth rate (CAGR) of Sulake’s 

turnover since 2000 has been 203.0%. This is also the post-bust CAGR.

Sources of funds

See below the major sources of financing for Sulake 2000-2005.

Year Investor Origin Amount Ownership
2000 Taivas Group,

Bank loan
Domestic 
corporate 
venture capital, 
debt

€134,000 Taivas 50%, Aapo Kyrölä 25%, 
Sampo Karjalainen 25%

2001 Elisa Group Domestic 
corporate VC

€2.5 million

2003 3i Group pic
Taivas Group

Foreign (UK)/ 
Domestic VC

€3 million 
€1 million
€4 million

2005 Benchmark
Capital
3i Group pic
Elisa Group

Foreign (US,
UK) / Domestic 
VC

€11 million 
€4 million 
€3 million 
€18 million

Taivas Group 25%, Benchmark
17%, 3i 17%, Elisa Corporation
17%, Kyrölä 9%, Karjalainen
9%, Sulake personnel 2%

Table 26. Financing sources of Sulake 2000-2005

In addition to the sources mentioned above, Sulake has got funding from Tekes 

(total €14,433) from and Employment and Economic Development Centre (TE- 

keskus) since 2001.

Investor Profile

Apart from Taivas that could be considered a co-founder, the major investors that 

have invested in Sulake are Venture Capital firms.

Benchmark Capital is originally US but globally located early-stage venture firm 

that manages more than $2 billion in committed venture capital. Benchmark 

invests in technology-driven companies in the areas of enterprise software and 

services, communications & security, semiconductors, mobile computing,
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consumer services and financial services. The firm's portfolio includes such 

franchise companies as eBay, Handspring, Juniper Networks and Red Hat 

Software. The firm's strategy is to be the first investor in high-tech companies that 

seek to create new markets and have significant growth potential. The firm 

focuses on early-stage investing and takes a labour-intensive, service-oriented 

approach in markets where partners have direct experience.

UK-based 3i Group is a world leader in private equity and venture capital, across 

all funding stages, from start-ups, through growth capital to buyouts. From early- 

stage venture capital to growth capital and buyouts, 3i invests €1.3bn a year. The 

firm partners with a broad range of businesses, sectors and geographical markets. 

3i is a FTSE 100 company with a long track record.

Elisa is a leading telecom operator in Finland with 2004 revenue of €1.36 billion.

Sulake has not actively searched for investors but prefers Venture Capital firms to 

other firms. The company has not wanted to get involved with a strategic 

investors, such as media houses, since it wants to retain as much control over the 

firm as possible. Sulake also feels it is not yet time to get into alliances. Venture 

Capital firms’ serious partners have been able to share their experience with 

Sulake, provide leads, and utilise their international contacts for the benefit of 

Sulake.

Conditions and effects

Kyrölä says that Sulake has received financing with relatively good terms. One of 

the reasons for this has been strong backers Taivas Group and Elisa Group, which 

have made Sulake’s negotiation position rather strong. With the increased 

investment the ownership of the founders have been diluted (see table 26 above). 

The investors have representation in the company board and have also veto 

concerning certain decisions. There are also selling restrictions in place and a
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liquidity clause according to which in the case of a sale of the company the 

Venture Capital firms receive more money than other investors.

The stages of Sulake life cycle are determined by financing rounds. The seed 

phase starts in 2000 with the financing from co-founder Taivas Group and a bank 

loan (debt). At this point practically all funds are invested into developing the 

product.

The start-up phase starts in 2001 with the first actual financing round by Elisa 

Group. At this stage Sulake started internationalisation and focus expanded from 

product development to expanding to new markets and setting up operations 

abroad. For the first time Sulake put funds into launch advertising. It is worth 

mentioning that this stage Sulake grew slowly due to lack of demand and sales. 

As a result the financing from operations had a major role in the survival of 

Sulake through this period.

The growth phase is marked by the second financing round in 2003. 3i invested 

along with an additional investment from Taivas Group. The use of funds was 

even more spread out between product development, market and operations, and 

advertising. The focus was on opening new markets and building operations in 

new markets.

A fourth stage can be identified starting from a capital injection by Benchmark as 

well as 3i and Elisa Group. However, we still consider the company be in the 

growth phase. In the future yet more funds will be devoted to expanding to and 

developing new markets, and increasingly into advertising and marketing the 

service to consumers.

Effect of stock market crash

Sulake was established after the stock market bubble had already burst. However, 

another hype, a wireless or a mobile bubble was forming at the time. Sulake
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benefited from it, as the wireless technology in the payment of virtual goods is an 

essential part of the earnings logic. Therefore it was relatively easy to obtain a 

good amount of financing from Elisa Group in 2001.

In 2002 to 2003, when markets slowed down and also the mobile bubble burst, 

also Sulake experienced difficult times in terms of demand and sales of the 

service to portals. Also, at that time only few people had broadband internet 

connections. At this stage Sulake did not grow and consciously took less risks 

because they knew it would be hard to get financing. They also did not recruit at 

the time.

However, even if Sulake had been established before 2000 stock market crash, the 

company might have attempted to grow too fast and might have gone bankrupt. 

Anyway, the service would have not had so many users, because a broadband 

internet connection is so essential to using Habbo Hotel.

Effect of industry to financing

Sulake’s industry, massive multiplayer online game (MMOG) genre, has had a 

significant effect on availability of financing. The MMOG industry has developed 

and grown tremendously recently, and become a new hype. Especially in Asia 

MMOG are popular and also very profitable.

3.2.2 Sumea

Background information

This part presents background information about the second post bust case 

company Sumea.

Company Description

Sumea is a game development and publishing company specialising in 

downloadable mobile games. The company was founded in 1999 and was sold to
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the US mobile software company Digital Chocolate, Inc. in 2004. Sumea’s 2003 

turnover was €1.4 million.

Born Global Characteristics

Sumea (as it existed just before the Digital Chocolate merger in 2004) did not fit 

the tightest criteria for mature stage born globals in terms of turnover. 0.5% of its 

sales came from Finland, 90% from Europe, 7% from USA and 2.5% from Asia. 

This makes Sumea in effect development stage bom global. However, the

presence in all major continents, global vision and growth aspirations qualify 

Sumea as a bom global company.

Industry

Sumea operates in the €878 million mobile gaming industry (Screen Digest 2005).

The market is estimated to double in 2005, helped by the rollout of high-speed

third-generation (30) networks. Currently Japan is the biggest market (33.8%

market share), followed by Europe (22.7%), Korea (17.1%) and North America 
(15.1%).

Company mission and objectives

Sumea’s vision is to offer instant fun for everyone - meaning a wide array of 

downloadable mobile games available on multiple technology platforms. The 

company’s mission is to foster its position as a company that sets industry

standards. Sumea’s objective is to create high quality, innovative and technically 

superior mobile games.

Founders

Sumea was formally founded in 1999 in Helsinki by an Industrial Art and Design 

student, Mr. Jarkko Salminen, and a Helsinki University student Sami Arola. Both 

had a long background in programming. Ilkka Paananen joined in 2000, having 

studied Industrial Management at Helsinki University of Technology. This is also
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when Sumea focused on games and thus it is considered the actual year of 

establishment. Therefore Sumea belongs namely to the post-bust case companies.

Owners
Sumea was sold to a US mobile software company Digital Chocolate, Inc. in 

2004. Digital Chocolate was established in 2003 and it is backed by Kleiner 

Perkins Caufield & Byers and Sequoia Capital, as well as angel investors, 

including Bob Pittman, the former COO of AOL/Time-Warner and founder of 

MTV. Before the deal Sumea was owned by the founders, management and

personnel.

POMSICA Model of globalisation and global marketing

This part analyses the POMSICA pattern of Sumea in order to understand the 

characteristics of its business in preparation to looking at the financing needs of 

the company. The POMSICA pattern of Sumea can be summarised in a tabular

form as seen below.

pnvitlCA / Sumea Remarks

Product / Customer Strategy - Product (downloadable 
games)
- No specific target segment

In practice target segment:
males aged 20 to 35

Operation / Intermediary
Strategy

- Outward: NIMOs (indirect
export) and cooperative 
modes almost simultaneously
- Indirect intermediary 
strategy: telecom operators as 
distribution channel

- No inward operations
- No direct investment 
production modes used, R&D 
in Finland

Market Strategy - Own operations in Finland
only, products available in 
over 50 countries worldwide 
through operators
- Globalised after three years

- Markets chosen on the basis
of operator partners
- No de-/re-internationalisation

Price Strategy - Local pricing
- Earnings logic: revenue 
sharing

Prices set by operators

Advertising / Brand Strategy - Global corporate B2B brand Sumea

Table 27. POMSICA Pattern of Sumea
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Product and Customer Strategy (P, C)

Sumea publishes and sells mobile games but in effect it is a high know-how 

company because of the nature of the products. The central innovation behind 

Sumea’s products is a gaming platform technology that enables customers to play 

the games with any kind of mobile phone. This is also attractive for the 

intermediaries, telecom operators, because they can sell Sumea products to users 

of any kind of phone and achieve scale economies.

Moreover, competitive advantage is based on quality of the games and mobile- 

orientation in the design of the games. Sumea1 s games are considered the best in 

terms of quality by mobile gaming critics. This is important not in terms of end- 

users (who hardly ever read the reviews) but in terms of perception of Sumea in 

the telecom operators. Good reviews lead to good visibility in the virtual shelves 

of the operators’ offerings.

Contrary to competitors, who often license concepts from the old media (for 

example films, PC games), Sumea views mobile gaming as a new media. 

Consequently it designs content particularly suited to this media. Sumea games 

combine vivid graphics with extraordinary game-flow and intensity.

In addition to the product Sumea offers telecom operators services, for example 

market know-how and marketing material. In the future the service layer will be 

thickened.

Sumea has not determined a particular target segment for its product. However, 

the current gaming population consists mostly of males 20 to 35 of age. Sumea is 

keen to see more women entering the market, since Sumea also has suitable 

games for them and sees a lot of untapped potential in that segment. Games are 

standardized apart from localizing the language of the game for each market.
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Operation and Intermediary Strategy (0,1)

Sumea is based in Helsinki, Finland. Sumea outward operations are entirely run 

from Finland (NIMOs: indirect export). Sumea has no inward operation modes. 

Cooperative modes come into picture in the intermediary strategy.

Sumea uses indirect intermediary strategy: telecom operators are the chosen 

intermediary to distribute the product for the end-users. They are the most 

efficient channels because (except in Finland) the operators can offer a straight 

channel to buy mobile games on their service menus. Also, billing is most 

convenient through telecom operators compared to for example paying with a 

credit card.

Market Strategy (M)

Sumea started in Finland and currently its games are available in over 50 

countries worldwide through telecom operators. Three years after its 

establishment, in 2002, Sumea made its first contracts with small and medium 

sized telecom operators in France and Hong Kong. In early 2003 Sumea entered 

UK by getting 02 UK as its customers. Shortly after contracts with large global 

telecom operators, such as Vodafone, Orange and Т-Mobile followed.

The choice of markets was not based on geographical factors but Sumea sought to 

enter foreign markets first through small and medium sized operators and then 

large operators.

Price Strategy ($)

Sumea uses local pricing because in fact it has little say to the pricing. Telecom 

operators price the games according to their price categories. Competition has not 

had an effect on the pricing yet.
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Advertising and Brand Strategy (A)

Till the Digital Chocolate merger Sumea operated under a global corporate brand 

and became a strong B2B brand. However, now Sumea will be re-positioned as a 

global developer brand and the consumers will see the Digital Chocolate brand. 

Sumea also has some OEM business but its role was much more significant in the 

first years of operation.

Critical issues for internationalisation

Two issues have been critical in Sumea’s growth and internationalisation. 

Because Sumea did not have external financing, it had to develop a profitable 

business from the very start. The first essential part of the strategy was a good and 

well executed product strategy, and second issue was active sales effort to get 

intermediary (channel) partners.

Main challenges in internationalisation

The main impediment in growth and internationalisation was financing. In the 

period of 2000 to 2002 Sumea could have been able to grow much faster had it 

had more capital available.

Sources and Uses of Financing

This part looks at sources and uses of financing for Sumea. Figure 22 below 

depicts the sources and uses of funds in different stages of the life cycle of Sumea 

as well as the development of annual turnover and profit/loss in euros since 2000. 

The chart below the turnover is based on POMSICA model. The sources and uses 

of funds are elaborated on after figure 22.
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Sumea’s 2004 turnover has not been disclosed but its turnover in 2003 was €1.4 

million and net profit €402,500. Sumea has been profitable throughout its history. 

The compound annual growth rate of the company’s turnover since 2000 is 

419.3% and of the net profit since 2001 1,380.0%. The post-bust CAGR is also 

419.3%.

Sources of funds

See below the major sources of financing for Sumea 1999-2004.
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Year Source Origin Amount Ownership
1999 Cash flow from revenues Internal Founders
Jun
2004

Digital Chocolate acquires
Sumea

USA Not disclosed Not disclosed

Table 28. Sources offinancing of Sumea 1999-2004

In the first years of its operations Sumea relied on cash flow from revenues, and 

has always been profitable. At the time of Sumea’s establishment venture capital 

market had completely dried out and sweat capital was the only realistic choice 

for the entrepreneurs. By the time venture capital would have been available since 

about 2002, Sumea’s turnover was already growing and the company was 

profitable. Moreover, the interests of venture capitalists and the company did not 

coincide anymore. Sumea sought globalisation and none of the Finnish venture 

capital firms had a track record in taking a company like Sumea abroad.

In June 2004 Sumea was sold to a US mobile software company Digital 

Chocolate. The price of the deal was undisclosed. Digital Chocolate was a perfect 

partner for the ambitious company because it had strong venture backing 

including expertise of the first investor in Yahoo And Google Michael Moritz as 

well as angel investors like Bob Pittman, the former COO of AOL/Time-Warner 

and founder of MTV. What is essential in a bom global firm’s point of view, is 

the industry and business experience, track record and connections of these people 

- something that cannot be measured in monetary terms. Moreover, together with 

Digital Chocolate Sumea got its hands into large pool of resourcecs. In Finland 

the company might have been able to raise $2 to 3 million, whereas Digital 

Chocolate has already raised $21.4 million. However, that is still quite little in 

comparison to its US competitors, which have secured $60 to 100 million a 

financing round or through an IPO.

At this point Sumea could have continued as an independent company, because it 

was a growing and very profitable company that was seen as the European leader 

in the mobile game business. Furthermore, Sumea was originally established in
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order to be sold. The partner contract in 2000 spells out that the aim is to sell the 

company in four to six years time. Also Finnish venture capital would have been 

available but as mentioned before Sumea did not see that it could compete in the 

markets with relatively small resources available domestically.

In addition to the sources mentioned above, Sumea has received financing from 

Tekes since 2002 (total €13,400). In its early days, the company was not able to 

benefit from resources available from Tekes, because it was not able to finance 

the half of a project that is usually required. Funds have been used to develop the 

proprietary platform technology that is the central innovation of Sumea’s 

products.

Investor Profile

An mentioned before, the US mobile software company Digital Chocolate, Inc. 

that acquired Sumea in 2004, was established in 2003 by Trip Hawkins. The 

company is backed by Kleiner Perkins Caufield & Byers, Sequoia Capital and 

Chinese Chengwei Ventures, as well as angel investors, including Bob Pittman, 

the former COO of AOL/Time-Warner and founder of MTV. The new Digital 

Chocolate has raised $21.4 million in two financing rounds.

Conditions and effects

The conditions of acquisition of Sumea by Digital Chocolate were advantageous 

for Sumea. It was in a good negotiation position because it was seen as the 

European leader in mobile games at the time of the deal in 2004. Sumea also had 

other options than selling its business to Digital Chocolate.

Uses of funds

In the seed and start-up phase Sumea focused on product development and sales. 

At the time Sumea made OEM games (subcontracting) to for example Nokia in 

order to finance the growth of the company. OEM business required intensive 

sales effort. Since 2002 (beginning of the growth phase) Sumea has started to
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develop its operations because as the company had grown, and consequently the 

management needs to pay more attention to running the business efficiently. Since 

2002 the proportion of product development has gradually decreased, however 

still taking up 40% of investments. Simultaneously Sumea has put increasingly 

more resources into developing operations and markets as well as intensifying the 

sales effort towards telecom operators.

Effect of changes in operating environment stock market crash 

Sumea was established at the end of the stock market bubble, just before it burst. 

In 2000 there was still venture capital available in the markets but in Christmas 

2000 the market dried completely. Ironically in 2002, when Sumea’s turnover 

started to grow and the company was already making profit, the venture capital 

markets opened up again. By 2004 Sumea had been frequently in the press and 

venture capitalists approached the company. The market for Sumea’s products 

was very small if even non-existent from 2000 to 2002. Since the Christmas 

market 2002 more suitable mobile phones for Sumea’s games were available.

Effect of industry to financing
Sumea’s industry has had a huge effect on availability of financing. In the 

beginning of company’s history the IT bubble had just burst and investors were 

reluctant to invest in risk businesses. In the recent years venture capital firms have 

realized the growth potential of the mobile sector, as for example Sumea’s big 

competitor was recently listed in Nasdaq. Both domestic and international venture 

capital firms have approached Sumea in terms of financing.
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4 DISCUSSION AND ANALYSIS

4.1 Cross-Case Analysis

4.1.1 Born global characteristics and their implications

The table below summarises the POMSICA elements of the traditional 

internationalising company, of a bom global and of the five case companies of 

this study. The aim of the table is first, to confirm that the case companies are 

indeed bom globals, and secondly, to allow comparison between individual case 

companies, as well as the pre-bust and post-bust companies. These are elaborated 

upon below.

POMSICA Patterns

Infon Globalisation Pre-bust companies Post-bust companies
Traditional BGs F-Secure | SSH | Smartner Sulake | Sumea
Product Stratejä У
1. Goods
2. Services
3. Systems
4. Know-how

Services, systems 
and know-how in 
early stages 
already

Know-how first, later 
systems

Know
how first

System 
s first

Product/know
how (games) 
first

Customer Strategy
Segmentation 
market by 
market

Global
segmentation

Global segmentation

Operation Strategy
Inward

Outward
1. NIMOs
2. DIMOs
3. NIPOs
4. DIPOs 
Licencing

Cooperative
modes

Fast
through/jumping/ 
reverse order of 
stages

NIMOS, licencing and DIMOs almost 
simultaneously

No direct investment production modes

NIMOs

No direct 
investment 
production 
modes

Simultaneous 
outward, inward 
and cooperative 
modes

Simultaneous outward, 
inward and cooperative 
modes

Simultaneous outward and 
cooperative modes

De-/re-
intemationalisatio
n

De-internationalisation 
from 2 countries

No de-/re-intemationalisation

Intermediary Strategy
1. Indirect 
channels
2. Direct 
channels
3.
Combination, 
i.e. hybrid

Fast through single 
(indirect/direct 
export) to multiple 
(dual/hybrid) 
channels

Immediately to hybrid intermediary strategy
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Market Strategy'
0. Domestic
1. Hot
2. Warm
3. Medium
4. Cool, cold 
in
incremental
stages

Short or not 
domestic phase

3 years 2 years 1 year 2 years

Fast to lead 
markets

After 5 years to 
USA

After 3 
years to
UK,
Germany

After 4 
years to 
UK

After 1 
year to 
UK

After 2 years to 
UK

Jumping/reverse 
order of stages

Simultaneously to markets with various business distances

Offices in how 
many countries/ 
which continents

8/Europe, 
America, Asia

5/
Europe,
America
Asia

5/Europe 16/
Europe,
America,

Australia

1/Europe

Price Strategy
Local
market-based 
or cost-based 
pricing

Global market- 
based or cost- 
based pricing

Local market- 
based pricing

Global
market-
based
pricing

Local
market-
based
pricing

Global
market
-based
pricing

Local market- 
based pricing 
by operators

Cash flow 
from
revenues

Little or no cash 
flow from
revenues

Cash flow from revenues 
till the IPO

No cash flow from
revenues

Cash flow from 
revenues from 
scratch

Advertising. Branding. Promotion and Sales Strategy
Adapted 
market by 
market

Global strategy OEM in the 
beginning, 
global B2C

(F-Secure), 
moving 
towards B2B

(F-Secure+ 
product name)

OEM in the 
beginning, 
global B2B 
brand (SSH), 
moving 
towards B2C 
brand (SSH 
Tectia)

Global
B2B

(Smart

OEM

Global B2C
brand (Habbo 
Hotel + 
ending, eg. 
Habbo 
hotel.de)

Global B2B brand, 
global developer 
brand (Sumea)

Sales 
becomes 
important at 
later stages

Intensive sales 
efforts early on

Sales efforts gradually 
intensified

Intensive sales efforts early on

Table 29. Summary of POMSICA patterns of the case companies

As the information in table 29 above shows, the case companies all possess clear 

bom global characteristics. Especially remarkable is that all companies had a 

very short domestic phase, even in the case of the firms established after the stock 

market crash and melting of markets since 2000. This implies that all case 

companies have been very skilful and successful in planning and implementing 

their strategies even through the hard times.

More importantly, the evidence from the five case companies implies that an early 

presence in global and lead markets is more a must and normality to the 

companies than something extraordinary (like assumed by the traditional 

internationalisation theories). Two pre-bust firms had experienced de- 

intemationalisation as a result of failure to break through in certain markets. Three
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firms operating mainly in the post-boom era had, however, not experienced de- 

intemationalisation. This is a sign of less aggressive market strategy and increased 

risk-aversion after the stock market bubble.

All companies had started with selling an R&D-intensive know-how-based 

offering (including a software component as part of core competence) without a 

traditional product phase. R&D intensity requires again a lot of resources. 

However, because firms serve global niches with a specialised, even customised, 

offering, the R&D costs can be spread over a global target segment.

All companies are in the process of building a global brand. Building one’s own 

brand, even if a B2B brand, is very expensive. On the other hand, nearly all firms 

had financed the beginning of their operations and R&D through an OEM 

business model before affording to build their own brand. Interestingly all the 

case companies had been in a position of a first-mover in the market. 

Consequently, they had been able to price their offerings profitably and ease the 

pressure concerning financing by generating positive cash flow.

There is evidence of changes made in the business models after the IT bust in 

2000: four out of five case companies operated in or moved towards the B2B 

market. It is a market easier to develop and more inexpensive to reach by even 

small firms with small resources. Subsequently all the case companies emphasised 

the role of sales after the stock market bubble.

With the exception of one firm, all case companies used several operation modes 

simultaneously (including cooperative modes), and took advantage of hybrid 

intermediary strategies, as explained below. Although the most frequent operation 

mode chosen has been the relatively inexpensive DIMOs, fast expansion makes 

the operations more complex and requires increasing attention and resources for 

running them.
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As mentioned above, all the case companies use cooperative strategies 

extensively. More importantly, it appears that especially the post-bust case 

companies and Smartner from the pre-bust firms, have been able to leverage the 

sales, promotion and advertising resources, established customer relationships and 

distribution channels of their (channel) partners in a way that results in substantial 

cost savings. A cooperative strategy frees up capital for the development of the 

core competencies of the firms. The effect of the advertising and intermediary 

partnerships in Sulake’s case is especially striking: instead of spending enormous 

amounts of money in advertising and promotion, the firm has been able to release 

resources in to opening sales offices in 16 countries around the world. 

Interestingly, also the pre-bust case companies had drastically changed their 

business models after the stock market bubble in order to leverage resources of 

their partners and achieve cost savings.

The results of the study show that cooperative strategies often concern the 

intermediary (I) component of POMSICA. Thus, when analysing the intermediary 

strategy, one needs to be aware of the dual role of a channel partner, as depicted 

below.

Л A
tl Role 1. Traditional intermediary

partner: distribution channel
*3 Indirect and customer interface ---- ► <DСЛJOо selling/ Channel =5

о -------------- W
licencing partner Role 2. Partner in cooperation: born

"c
tiE global leverages partner’s resources,

и relationships and/or know-how

Channel leverage advantage

Figure 23. Channel partner's roles and the channel leverage advantage

If used effectively, in fact the result of benefiting from a channel partner’s 

resources - channel leverage advantage - complements and even eliminates some
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elements ofa firm’s SICA pattern. For example, first, channel leverage advantage 

can complement the company’s R&D effort and second, in its extreme the 

channel leverage advantage eliminates an active advertising/promotion/sales 

component (A) of company’s POMSICA pattern! This further enables the 

company to focus on its core competencies.

Cooperative strategies can have a significant impact on financing strategies of 

bom globals. An innovative and carefully implemented channel leverage 

advantage releases resources to be used for other areas of POMSICA. In practice 

this can mean significant savings in companies’ advertising/promotion/sales etc. 

budgets, while simultaneously being able to expand rapidly and achieve increased 

in the demand and sales of company’s offering. If pricing is competitive, the 

channel leverage advantage has a significant effect in terms of company’s 

margins.

One of the findings of this study was that among the case companies the variety of 

operations used was lower than in the case of traditional exporting firms. Because 

operation and intermediary strategies are so closely associated with each other in 

the businesses of the case companies, the relationship of operations and 

distribution could be illustrated as follows.

OPERATION
Behavioural
choice

Setting up 
international 
operation 
modes?

Structural
choice

NIMOs

DIMOs

INTERMEDIARY
Structural/behavioural 
choice Direct selling

Indirect selling/licensing

Indirect selling/licensing

Channel 
partner _^

Direct selling

A
и
СЛЭ

-óaу

Figure 24. Case companies ' operation and intermediary components
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In looking at each component, we consider its behavioural and structural aspects. 

The operation choice boils down to one question: whether to set up an operation 

foreign markets or not. In the case of four companies out of five the answer was 

yes. The most appropriate - and mere - operation mode (the structural choice) in 

all these cases has been DIMOs. The choice to locate R&D in Finland (NIPOs) is 

related to Finland’s competitive advantage, i.e. relatively inexpensive engineering 

labour.

The choice of DIMOs leads to structural and behavioural choices concerning the 

intermediary. The firm can sell its offering directly to the end-users or can choose 

indirect sales strategy, in which case there would be only one arrow from the 

NIMOs to the end-user. The firm can also utilise a combination of these channels, 

a hybrid intermediary strategy, which is in fact depicted by the figure above by 

double arrows. In addition to indirect sales strategy, licensing, franchising etc. can 

also be considered modes of sales in this strategy.

In only one case out of five, namely Sumea’s case, the answer to the location 

question was no, and all operations were entirely run from Finland. The NIMOs 

orientation of Sumea is explained by exceptionally heavy leveraging of channel 

partners’ resources in terms of advertising and sales.

Even though born globals are often associated with the internet (in terms of 

distribution and advanced promotion measures), only Sulake has been able to take 

full advantage of it. The company utilises the internet effectively as the major and 

the only) means of distribution, and has in effect build its entire business model 

around the medium. Also, Sumea has created a successful strategy around the new 

mobile medium: the games are specifically designed to wireless devices and the 

main intermediary channel is accessible directly from the user’s mobile phone. In 

fact the distribution channel concretely exists in one’s mobile phone, as in most 

countries (excluding Finland) the user can access one’s operator’s services
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(including the games catalogue) by pressing a special operator button in the 

phone.

4.1.2 Strategically challenging issues in internationalisation 

This part summarises the challenges that the interviewees identified concerning 

internationalisation and growth. Financial issues are mentioned if they have 

crucially affected (for example completely prevented) internationalisation or 

growth of the case companies. A more detailed analysis of finance follows in part 

4.1.4. The table below summarises the challenges concerning internationalisation, 

as identified by the interviewees.

POMSICA Issue Number of 
companies

Phase Remarks

M Finding the right people and right 
partners to facilitate entry to 
markets

3 (Sulake, 
Smartner, F- 
Secure)

Start-up,
growth

“Good product
not enough”

0 Managing operations when
company has grown

2 (Sulake, 
Smartner)

Growth “Communication
important”

A Creating an international marketing 
and sales organisation

2 (Sulake, 
SSH)

Growth “Harder than we
thought”

I Finding the right partners to 
facilitate channel creation

1 (Sulake) Growth “Absolutely
necessary”

A Building internationally recognised 
brand

1 (SSH) Growth,
maturity

Launch marketing 1 (SSH) Start-up,
growth

“Successful
launch creates 
word-of-mouth 
in target 
segment”

Resources Unavailability of financing,
completely dried out VC market

1 (Sumea) Seed,
start-up,
growth

A post-bust firm, 
casualty of 
timing

Management inexperience in 
international business, liability of 
newness

1 (Smartner) Start-up “Doing things
for the first time 
hard”

Strategy Maintaining negotiation position in 
OEM strategy

1 (SSH) Start-up

Maturing market 1 (SSH) Maturity “Focus, niche-
strategy as
solution”

Table 30. Challenges in internationalisation
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The main observations are that in the seed and/or start-up phase the major 

challenges were struggling to obtain finance and to maintain a good negotiation 

position as a subcontractor in an OEM business. A solution to consolidating one’s 

position (in Autio, Lummaa and Arenius’s (2002) terms) as a partner, was 

continuous R&D and product development. Also the liability of newness (in line 

with findings of Saemundsson (2003, 34) in terms financing, distribution and 

getting customers was mentioned.

In the start-up and growth phase the major challenges emerged in the process of 

commercialising the offering and managing the growing company and its 

operations. In the market entry stage companies found - contrary to their 

expectations - that a good product was not enough to make a break-through. The 

central roles of launch marketing in order to create word-of-mouth, of 

understanding of customer purchasing behaviour and of finding the right people 

became soon evident. In channel creation the finding of right partners posed a 

challenge. One interviewee explained this by the fact that the domestic market is 

so small that firms have direct (even personal) contacts to their customers. 

Therefore firms do not start the effort of opening up distribution channels in 

foreign markets early enough. The increasingly complex operations and networks 

of sales offices abroad posed challenges in terms of managing and organising the 

business.

In the maturity phase and in the face of increasing competition the strategy, 

keeping the focus and finding a niche market became central challenges.

4.1.3 Sources of financing

This part draws together and compares the sources of entrepreneurial financing 

and of financing the Finnish bom global case companies before and after the stock 

market bubble. The table below presents the most important sources of financing 

in each stage of a company’s lifecycle: in seed, start-up, growth and maturity 

phases.
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Public funding received by case companies is excluded from the table. The reason 

for this is that the theories also exclude public grants and loans, and that exact 

figures of funding by Tekes have been disclosed only since 2002. Also, many 

interviewees perceived public funding significant but on the other hand very time- 

consuming and expensive in terms of bureaucracy and reporting demands. In 

addition, some firms found the 50% firm-financed portion of the Tekes 

technology project funding too demanding in their seed and start-up phase. These 

firms simply not had the capital required for this.

Phase Entrepreneurial finance F-Secure 1 SSH 1 Smartner 1 Sulake 1 Sumea
DEBT EQUITY

Seed Internal
Sweat capital Sweat capital,

savings, cash flow 
from revenues

Sweat capital, cash flow from revenues

Informal external
Loans, trade 
credit

Angel finance,
public financing

Domestic
angel
finance

Formal external
Loans and/or 
grants

Venture capital - Bank
loan

Start-up Internal
Sweat capital Savings, cash flow 

from revenues
Cash flow
revenues

from Cash
flow
from
revenues

Informal external
Loans, trade 
credit

Angel finance,
public financing

-

Formal external
Public loans 
and/or grants

Venture capital Domestic
VC

Domestic
corporate
VC

"

Growth Formal external
Loans, public 
financing

Venture capital, 
development/ 
investment/holdin 
g companies, 
MBO/MBI

Domestic
and
international
VC,
acquired by 
international 
VC-backed 
firm

Domestic 
and inf 1 
corporate 
VC and
VC

Acquired
by inf 1
VC-

firm

Public market
Bonds and 
depentures

Stock issues (IPO,
secondary
offerings)

IPO

Other
Cash flow 
from rev., 
private 
placement

Cash
flow
from
rev.
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Maturity Formal external
Loans, public 
financing

Venture capital, 
development/ 
investment/holdin 
g companies, 
MBO/MBI

N/A*)

Public market
Bonds and 
depentures

Stock issues (IPO,
secondary
offerings)

-
N/A

Other
Cash
flow

Income
from
divestio
n

N/A

Table 31. Financing sources of an entrepreneurial firm and the case companies (Modified after 

Virtanen 1996, 99) *)Not applicable

The table below depicts a simplified comparison of financing sources between 

pre-bust and post-bust case companies.

Phase Sources of financing
Pre-bust Firms (3 firms)

Sources of financing
Post-bust firms (2 firms)

Debt Equity Debt Equity

Seed • Sweat capital (all
firms)

• Cash flow from
revenues (all firms)

• Domestic angel
finance (1/3 firms)

• Bank 
loan 
(1/3 
firms)

• Sweat capital (all firms)
• Cash flow from revenues 

(all firms)

Start-up • Cash flow from
revenues (all firms)

• Domestic venture
capital (1/3 firms)

• Sweat capital (1/2 firms)
• Cash flow from revenues 

(1/2 firms)
• Domestic corporate VC 

(1/2 firms)
Growth • Cash flow from

revenues (all firms)
• Domestic and

international VC (1/3 
firms)

• IPO (all firms)
• Acquisition by an

international VC-
backed peer ( 1 /3 firms)

• Domestic and 
international corporate 
venture capital (1/2 
firms)

• Acquisition by an 
international VC-backed 
peer (1/2 firms)

Maturity • Cash flow from
revenues (all firms)

• Divestment income
(1/3 firms)

• N/A*) • N/A

Table 32. Sources offinancing of the case companies *)Not applicable
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Seed

The most important sources of finance for the case companies in their seed phases 

were sweat capital and cash flow from revenues. One of the reasons is that at the 

time of F-Secure’s and SSH’s establishment, the Finnish venture capital market 

was undeveloped. On the other hand, Smartner, Sulake and Sumea were founded 

during and after the IT bust and venture capital market was slowing down and 

eventually dried out completely.

The lack of external financing, however, does not need to a be catastrophe. In 

other words, sweat capital and cash flow from revenues can be sufficient to start 

R&D if the management team possesses all the necessary intangible assets (such 

as technological and managerial know-how as a result of education and former 

experience). The lack of excessive financing in the early stages forces the 

entrepreneurs and the management team develop a sensible and especially 

profitable business model. Also, the importance of networks and getting first 

references are accentuated at this stage: entrepreneurs should seek and take 

advantage of all connections to potential customers, referees etc. and try to 

leverage them to get started.

Start-up
In the start-up phase F-Secure, SSH and Sumea relied on cash flow from revenues 

for the same reasons as above. However, Smartner and Sulake were able to secure 

domestic formal external financing and were so among the last ones to be able to 

raise venture capital in the market before the complete crash of the primary and 

secondary markets. Both of them benefited from the late mobile bubble that did 

not burst when the IT bubble did. Smartner was also able to find angel finance, as 

the only company in this study.

Again, cash flow from revenues can support growth, if the company is a first- 

mover during a technological shift or has few or no competitors. If that is the case,
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the firm is able to earn a good margin on its offering because it is among the few 

suppliers when demand for the product is high, like in the cases of F-Secure, SSH 

and Sumea. However, external financing obviously gets the firm safely through 

the death valley, reduces risks involved and allows the company to move to the 

growth phase faster. For example Sumea mentioned that it would have been able 

to grow much faster and utilise Tekes technology programmes, had it received 

external funding.

Growth

In the growth phase there sources of financing of the case companies are more 

varied. At the end of their growth phase (and just before the stock market crash), 

both F-Secure and SSH got listed in the Helsinki Stock Exchange. In addition 

they relied on cash flow from revenues and F-Secure also made a private 

placement prior to the IPO.

As far as Smartner, Sulake and Sumea are concerned, all had either already 

secured formal external financing or got it during their growth phases. In 

Smartner’s and Sulake’s case the companies’ track records and future growth 

expectations were good enough to raise a second round of venture capital. In 

addition to the former domestic investor, a major international venture capital 

fund joined the financing round in both cases. This is evidence of (i) a 

professionally planned and implicated financing plan, in line with findings of 

Seppä and Maula (2001) about impact of quality of the investor to future growth, 

and (ii) professionalisation of the approach if Finnish bom globals compared to 

the findings of Malinen, Rislakki and Sinervo (2001). The seed of success of 

Smartner and Sulake might also have been sowed at this stage. The explanation 

goes as follow: Gumming and McIntosh (2004) argue that venture capitalists 

invest to fewer firms during a bust. Because Smartner and Sulake were among the 

few firms in their portfolios, they received mode attention from the venture 

capitalists. This is significant, because the amount of attention has been found to 

have an impact on growth (Maula and Seppä 2004).
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In Sumea’s case venture capital market started to warm up since 2002 (at the 

firm’s growth phase) but instead of venture capital offered, Sumea chose the offer 

by a US venture-backed mobile software company Digital Chocolate. Smartner 

also ended up experiencing the same, as a US mobile software firm Seven 

Networks acquired it. The reason behind the choice of both firms was to get an 

access to the US market and experienced backers to globalisation but also, and 

more importantly, to reach a satisfying valuation level similar to competitors in 

the US market. These strategic factors are very important findings in addition to 

the remark by Saemundsson (2000) that (Swedish) bom globals have sold out 

because of the lack of capital. Again, these events give further evidence of very 

professional finance strategies of Finnish bom globals after the bust. The effect of 

allying with a bigger player indicates also better growth prospects because it has 

been found that the amount of venture capital received in the later stages is 

associated with the subsequent growth (Davila, Foster and Gupta 2001).

Maturity

Only two of the case companies (F-Secure and SSH) can be considered having 

reached the maturity phase, which also coincided with the melting down of the 

markets after the bust. (In the case of other firms the respective industries as a 

whole have not reached the maturity stage yet.) The secret behind the survival of 

these firms through the completely dead market was the generous amount of fund 

raised in the IPOs just prior the bubble burst and the subsequent cash positions. 

Even though the firm management could not possibly know that the IT bust would 

take place, the ceasing of the opportunity to get listed can be considered a sign of 

professional finance strategy as well. All researchers in bom globals emphasise 

the importance speed and flexibility. The evidence of rapid response to windows 

of opportunities for example by SSH and F-Secure supports this.

Overall, the evidence of financing sources used and preferred by the Finnish born 

globals supports the earlier findings (Berger and Udell 1998, Saemundsson 2000,
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Sheehan and Graham 2001, Brealey and Myers 2003, Gabrielsson, Sasi and 

Darling 2004). However, contrary to Berger and Udell’s (1998) model but in line 

with Virtanen (1996) venture capital was an important source of financing for one 

pre-bust and one post-bust firm already in their start-up stages. This might be a 

characteristic specific to the Finnish economy, in which the role of business 

angels is still rather small, as argued by Hyytinen and Pajarinen (2001).

Overall there is however evidence of increased professionalisation of finance 

strategies of Finnish bom globals compared to findings of Gabrielsson, Sasi and 

Darling (2004), for it seems that Smartner, Sulake and Sumea have been able to 

attract also major global venture capitalists and other interested buyers in addition 

to the domestic ones. A point raised by Smartner is also worth being considered: 

maybe growth-oriented Finnish entrepreneurs should establish their firms outside 

Finland in order to have more and better alternatives to financing, they idea being 

that Finnish venture capitalists do not have the capital and track record to support 

large scale globalisation.

4.1.4 Effect of boom and bust and industries to sources of financing

Overall, no clear contrast between the financing of pre-bust and post-busts firms 

appeared. A common issue is though, that the development of the Finnish venture 

capital market and the impact of the rise of fall of the 1990s IT hype are clearly 

reflected in the experiences of all the case companies. Two of the pre-bust firms 

were able to get listed and one secured first round of venture capital at the late 

stage of the boom. However, the effect of the stock market bubble on the 

companies was somewhat less drastic than expected. Despite hard times during 

2000 a pre-bust firm Smartner and a port-bust firm Sulake were able to obtain 

venture capital. This is evidence of situation dependency (Saemundsson 2000), 

due to which certain industries (in this case wireless industry) have easier access 

to venture capital.
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Going back a step to experiences of the pre-bust case companies, Smartner differs 

notably from F-Secure and SSH by having used venture capital. This is because 

the gap between the years of establishment of Smartner and the two other firms is 

so long. Also, in terms of the development of the company’s financing strategy 

and attitude towards growth and financing, Smartner is closer to the post-firms 

than pre-firms.

In the late 1980s and early 1990s the risk capital market in Finland was 

underdeveloped and consequently pre-bust case companies F-Secure and SSH did 

not have access to risk capital. Instead, they had to build a profitable business and 

finance their growth by consulting and OEM revenues. The IT hype however 

enabled the pre-bust companies F-Secure and SSH to get listed. Both companies 

did an IPO at the top of the boom and managed to raise substantial amounts of 

financing from domestic and international investors in oversubscribed IPOs. F- 

Secure and SSH felt the full impacts of the IT bust mainly indirectly as reduced 

demand and a slowing market. Both firms were forced to restructure, divest and 

rebuild their business models as a result.

On the other hand, the experiences of the pre-bust firm Smartner, and post-bust 

firms Sulake and Sumea well illustrate the business conditions during and post the 

IT hype, as already mentioned above. Nevertheless, the observations concerning 

the two post-bust companies are also varied. Sulake was established in the 

immediate aftermath of the boom, so it also obtained venture capital but Sumea 

bore the brunt of the bust and had to go on for years without any external 

financing. Just like Smartner, Sulake reached its growth phase just before the IT 

bubble burst. It were able to secure domestic external financing without much 

track record, and merely by presenting a good business plan in the wireless 

industry and management team (due to situation dependency, Saemundsson 

2000). Later (again, like Smartner) it also got additional capital injections by 

syndicates of domestic and international venture capital firms, giving evidence of
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well functioning and motivational well structured stage financing (in line with 

Gompers 1997, Comelli and Yosha 2003) from the perspective of a firm.

On the other hand, the experiences of Sumea worryingly support the view of 

Rasila, Seppä and Hannula (2002) that after the stock market crash venture 

capitalists have shifted away from financing seed and start-up firms. However, the 

venture capital market recovered in the period from late 2002 to early 2003. By 

2004 Sumea was approached by several venture capitalists with offers on venture 

capital financing. The decision of Sumea to choose being acquired by a US firm 

instead of raising (domestic) venture capital is evidence of the smallness of the 

Finnish players from the point of view of growth-aspiring bom globals.

In the light of the recent developments (acquisitions of US firms of Smartner and 

Sumea), the findings of Ali-Yrkkö, Hyytinen and Liukkonen (2001) that the 

Finnish stock market is not an attractive exit venue and that firms prefer M&As. 

Perhaps this is also a sign of lessons leamt from the IT boom and bust: even if 

SSH and F-Secure implemented successful IPOs and raised significant amounts of 

capital to secure their financial positions, these moves were not the best ones 

strategically (F-Secure is still small compared to its competitors and SSH is 

currently making losses).

The behaviour and evolution of the case companies after the stock market bubble 

also supports the findings of Saemundsson (2000) that in order to achieve growth, 

firms have to have willingness to accept the consequences of growth, namely that 

it requires inclusion of new owners and giving up part of independence and 

ownership. One case company was even established with a goal to sell it out four 

to six years after the establishment. This is contradictory to recommendations of 

Gabrielsson, Sasi and Darling (2004) that giving a too large share to venture 

capitalists is not advisable and to the view of Pellikka and Virtanen (2004) that 

getting external finance is a problem in terms of conditions and cost of capital. 

The author assumes that the assumptions are to do with the nature of the
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businesses Pellikka and Virtanen (2004) research. They are small, less 

aggressively growth-oriented firms lead by the traditional independent, “life

style” entrepreneur. At this point it should be pointed out that any normative 

theories for globalisation behaviour of bom globals should be based on research 

of appropriate case companies in terms of their attitudes, motivations and business 

objectives. On the other hand, maybe in the case of Smartner, Sulake and also 

Sumea, the firms have agreed to give up part of ownership because they had 

found investors with similar interests to those of theirs. This is line with Maula 

(2001), who suggests that aligned incentives are likely to improve partnership 

benefits. The following table once more summarises the effect of the drying up of 

the venture capital market and the slowing of market on the case companies.

Consequence Magnitude of 
effect

Companies Phase Remarks

Drying up of 
VC market

Small 1 pre
(Smartner), 1 
post (Sulake)

Start-up “Bursting of internet
bubble not significant, 
because we benefited 
from the mobile bubble”

Significant 1 post 
(Sumea)

Seed, start-up, 
growth

“VC investment criteria
changed: need track 
record”
“VC attitude towards 
risk: US VCs only ones 
to take risk, Europeans 
not"
“Had to rely on internal 
finance till 2002 when
VC market opened up 
again”

Downturn Direct effect 
small

1 pre (F- 
Secure)

Growth/maturity “Business model resistant
to decreased demand, 
effect small"

Direct effect 
moderate

1 pre (SSH) Growth/maturity “We are in the non-hype 
B2B business. However, 
lower demand, so slower 
growth"

Indirect effect 
significant

1 pre (SSH) Growth/maturity “Reduced demand =>
scaling down operations, 
restructuring, divestion, 
turning to B2B business"

Direct effect 
significant

1 pre
(Smartner), 1 
post (Sulake)

Start-up,
Growth

“Demand low, sales
difficult, slow growth.
Took less risks, no 
recruiting”

Table 33. Effect of IT bust to financing of case companies
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Another observation of this study is that both in the IT boom and bust the 

industries that the case companies represented, had a major effect on the financing 

options of the firms (in line with Saemundsson’s (2000) situation dependency), as 

summarised below.

Issue Magnitude 
of effect

Company Prerequisite Consequence

Availability of
external finance

Significant 1 pre
(Smartner),
2 post 
(Sulake, 
Sumea)

Early innovator,
market leader in hot 
industry; track record

“We got money 
without track record” 
“Venture capitalists 
offered money in 
2004”

Cash flow from
revenues

Significant 2 pre (F- 
Secure,
SSH)

Early innovator in hot 
industry

“No need to seek 
external finance”

Ability to do IPO Significant 2 pre (F- 
Secure,
SSH)

Track record,
potential in hot
industry

“Obtained resources 
to develop, and to 
survive”

Unavailability of
external finance

Significant 1 post 
(Sumea)

Operating in too risky 
industry

“Had to develop a 
profitable business
model”

Table 34. Effect of respective industries to financing options of the case companies

4.1.5 Uses of financing

There is inconclusive evidence to form a clear pattem of the use of funds 

(meaning where to focus resources in the POM$ICA pattem; see tentative 

summary of the interviews in table 35 below) and to produce any normative 

results concerning it. However, comparing the observations to the traditional 

profit circle theory (Luostarinen 2003), clear trends and issues can be recognised.
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Phase Uses of financing
Pre-bust firms

Uses of financing
Post-bust firms

Primary Secondary Primary Secondary
Seed • R&D - • R&D • Sales
Start-up • R&D • Market • R&D

• Intermediary
• Sales

• Market

Growth • R&D
• Intermediary
• Market
• Advertising/ 

promotion/sales

• R&D
• Intermediary
• Market
• Sales

• Operation
• Advertising

Maturity • R&D
• Intermediary
• Branding

• Operation N/A* N/A

Table 35. Uses offinancing ofpre-bust and post-bust case companies *)Not applicable

As implied by the profit circle theory, R&D should be an important focus area for 

bom globals throughout their internationalisation. This is due to the high- 

tech/high-service etc. nature of their businesses and the necessity to stay 

innovative in order to survive the competition in the global market place. A 

further explanation on continued importance of R&D in the maturity phase is the 

coincidence of recession in F-Secure’s and SSH’s cases. Consequently, both firms 

had to rethink their business model and invest in R&D accordingly. F-Secure 

turned towards the more resistant and predictable B2B market, and developed a 

new service concept. SSH divested a part of the company, focused its strategy and 

moved in the value chain in order to capture more of the value-added in its target 

segment.

The profit circle theory positions marketing leadership at the end of the circle. 

However, according to the experiences and recommendation by especially post

bust firms, bom globals must start intensive sales efforts early at their life. While 

the pre-bust firms had by the start-up phase still not raised sales and intermediary 

strategies as their focus areas, the post-bust companies placed increasing focus on 

them. In other words, their commercialisation intensified already in the start-up 

phase.
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In the growth phase firms in both categories proceeded with full steam in all 

fronts of the POM$ICA, as suggested by Luostarinen (2003) concerning the profit 

circle theory suitable to bom globals. This suggests that in principle the firms 

cannot afford to neglect any area of POM$ICA at the growth phase if they wish to 

internationalise. Especially intermediate and sales/advertising have to be invested 

in throughout. Consequently, firms must have secured sufficient financing by this 

stage and must also have the flexibility strategically, managerially and also in 

terms of financial resources to accommodate for sudden changes in external 

environment, the market and the industry.

The role of market strategies was important in the growth phase. However, it 

appears that after the IT bust all firms ditched market entry strategies, i.e. stopped 

expansion, restructured operations and settled for slower growth in order to 

survive.

Evidence concerning necessary focus areas in the maturity phase is inconclusive 

because most of the case firms have not reached the maturity phase so the 

evidence is only partial. Anyway, as predicted by profit circle theory (Luostarinen 

2003), advertising and brand building seems to need more attention at the 

maturity phase because competition gets stronger, offerings start to converge and 

firms need to differentiate themselves based on brand, credibility and reliability. 

Also managing of operations and intermediaries is important.

Because the diagram used in the interviews contained arrows for cash flow from 

revenues, it will be analysed in short here. Cash flow from revenues was 

important for firms in both categories in seed and start-up phases. While pre-bust 

firms F-Secure and SSH financed the growth by cash flow from revenues, the pre

firm Smartner and post-firms Sulake and Sumea luckily had secured external 

financing already by the time they entered growth phase.
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In addition to the evidence from the internationalisation behaviour of firms, the 

interviewees raised several issues considered critical for growth in different 

phases of the life cycle of bom globals.

Seed/start-up

The most interesting finding is that several post-bust firms emphasised that a 

company should try to get customers, create channels and focus on sales at an 

early stages, even before having a saleable product. The interviewees said that 

Finnish firms neglect customer canvassing, active and intense sales efforts, and 

channel creation in foreign markets because they are used to the small circles and 

extensive personal networks across major players in Finland. These factors were 

considered critical in order to get the business running and getting references to 

use in sales. In addition firms singled out obvious factors like obtaining finance 

early on and development of a good, innovative and competitive product strategy.

Growth

Moving on to the growth phase, the interviewees pointed out the importance of 

commercialisation. Firms must recruit skilled people to implement sales, launch 

marketing and promotion in foreign markets. One interviewee emphasised heavily 

that a firm should maintain focus: even if you are capable to do all sorts of things, 

you should only concentrate on those that take the business forward. Also careful 

business management was seen as central and especially cost efficiency and 

systematic development of foreign operations came up.

Maturity

The only comment was that proceeds from an IPO were key to survival over the 

recession that coincided with the maturity phase. The table below summarises the 

finding about critical issues in internationalisation and growth.
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POMSICA Issue Company Phase Remarks
P/C An innovative and competitive 

product strategy, OEM
strategy

1 pre 
(SSH), 1 
post 
(Sumea)

Start-up “Source of internal 
finance”

0 Systematic development of 
operations abroad

1 post 
(Sulake)

Growth

I Channel creation and
development early on

1 pre
(Smartner),
1 post 
(Sulake)

Start-up,
growth

“Finnish firms 
ignore”
“Give incentives to 
channel to increase 
sales”

A Sales: active and intense 
efforts, getting customers early 
on

1 pre
(Smartner)
post
(Sumea)

Start-up,
growth

“To get revenues 
and references. To 
get channel 
partners”

Promotion: lauch marketing 1 post 
(Sulake)

Growth “For successful 
market entry, to get 
users and sales, 
word-of mouth “

Sources of 
finance

Unavailability of finance 1 post 
(Sumea)

Seed, start
up, growth

“Could not grow 
faster”

Availability of seed finance 
from corporate VC

1 post 
(Sulake)

Seed, start
up

“Decisive”

IPO 1 pre 
(SSH)

Growth,
maturity

“Raising 
significant 
resources for 
growth, enabled 
survival through 
difficult cycle”

Uses of
finance

Strategic focus 1 pre
(Smartner),
1 post 
(Sumea)

Start-up,
growth,
maturity

“Must concentrate 
on what takes 
business forward” 
“Find a niche”

Commercialisation 2 pre (F-
Secure,
Smartner)

Growth “Creating pull in 
the market"

Cost efficiency 1 post 
(Sulake)

Start-up,
growth

“Margins, risk”

Table 36. Critical factors for internationalisation

Although some interviewees were able to estimate the division of funds and 

attention between different parts of the POMSICA patterns throughout the firm’s 

internationalisation evolution, no conclusive ratios could be constructed showing 

how much should be invested in commercialisation compared to product 

development. A general comment was however, that firms should devote more 

resources and attention to developing a commercialisation strategy early on. This
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is in line with findings of Pellikka and Virtanen (2004, 4) that new technology 

firms underestimate the value of marketing investments and that new product 

marketing is started too late and the potential customers do not know that the new 

product under commercialisation will satisfy their demands.

4.2 Revised Conceptual Framework

Based on the case study conducted in this thesis, a revised conceptual framework 

for studying financing of bom globals can be presented. Before describing the 

general pattern of a bom global detected in this study, the suitability of the 

framework is assessed in short. The figure (below) turned out to work well in 

visualising the internationalisation and growth of a firm in time.
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Figure 25. The conceptual framework
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The experiences of the interviews with entrepreneurs and/or company CEOs and 

board members however suggest, that the boxes or arrows underneath the graph 

need to be revised or relabelled based on the type of bom global. For example, a 

B2B born global is likely to emphasise sales and a B2C born global advertising. 

Moreover, the interviewees had difficulties in specifically distinguishing between 

investments to operation, market, customer and intermediary components because 

in some cases they are intertwined and or certain elements dominate over others. 

For example, many of the born global expansion strategies in this study were 

driven by customer strategy rather that market strategy.

Overall, a weakness of the framework is that it does not drawing making 

straightforward summaries or conclusions visually. Rather, individual depictions 

of firms’ internationalisation and growth serve as a tool for analyses.

The figure above (with the heavy vertical dashed line representing the late 2000 

IT bust) depicts a rather typical development of a bom global: the domestic stage 

is very short (average 2.4 years in this study) and the firm globalises also very 

rapidly (in 4.2 years in average in this study). Because of high R&D costs, bom 

globals are not profitable for years, although in the very beginning, when 

operations are still small-scale, they might rely on cash flow because of lack of 

financing. Due to the technological nature of the product and rapid globalisation, 

the growth takes place very rapidly, once the momentum is gathered. The major 

financing sources are sweat capital in the seed phase, and increasingly more 

importantly domestic and later international venture capital in start-up and growth 

phases. In the seed and start-up phase firms concentrate especially on R&D and 

product development. Also sales and marketing were started early on in success 

cases. As the firm moves forward, the importance customer, intermediary, market 

and operation strategies increases. However, no specific order of importance 

could be traced.
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The typical financing sources of bom globals are also summarised in the table 

below, and show strong tendency to prefer equity-based financing.

Phase Sources of financing
DEBT EQUITY

Seed * • Sweat capital
• Cash flow from revenues

Start-up • Sweat capital
• Cash flow from revenues
• Domestic venture capital
• Domestic corporate venture capital

Growth • Cash flow from revenues
• Domestic and international VC
• IPO (pre 2000)
• Acquisition by an international VC-backed 

peer (post 2000)
Maturity - • Cash flow from revenues (post 2000)

• Divestment income (post 2000)
Table 37. Financing sources of bom globals (Modified after Virtanen 1996; Berger and Udell 

1998)

In addition to the financing sources mentioned above, Tekes technology 

programme grants have been important for all firms mostly in the start-up phase. 

Single observations of a bank loan and angel financing are excluded from the 

table.

5 SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary of Main Findings

The motivation to conduct this study was based on trying to understand how 

successful Finnish bom global firms - young, knowledge-intensive and rapidly 

internationalising small and medium-sized firms - have financed their global 

expansion and growth. What makes the globalisation efforts of these firms so 

fascinating is the observation that born globals often lack financial and managerial 

resources. This is in stark contrast to their ambitious global vision. Also, it has 

been observed that after the late 1990s stock market bubble and the drastically 

changed circumstances after the bust, the operating environment became even 

more challenging to bom globals. The research problem of this study thus

179



revolves around exploring how, in terms of financial resources, have Finnish born 

global companies been able to globalise successfully pre and post the 1990s 

internet boom and bust. To meet the objective, the following research question 

were set:

Research Question 1: What have been the major sources of financing of 

Finnish Bom Globals pre and post the 1990s IT boom and bust, and why?

Research Question 2: What areas have the Finnish Born Globals focused 

their resources to pre and post the 1990s IT boom and bust, and why?

Research Question 3: How do Born Globals finance strategies and 

consequent globalisation and global marketing strategies differ pre and 

post the 1990s IT boom and bust?

The method chosen to investigate the research problem was case study, in which 

five “true bom global” case companies (i.e. fulfilling the strictest criteria for bom 

globals: 50% degree of globalisation or at least high degree of internationalisation 

and a global vision) established both pre and post the stock market bubble were 

chosen for in-depth analyses. Founders, CEOs or board members of the case 

companies were interviewed, and the information supplied by them was 

complemented by details from annual reports, company websites and media.

The literature review summarises essential issues from internationalisation 

theories, bom global literature, entrepreneurial finance and venture capital finance 

literature, especially looking at the emergence of bom global phenomenon, bom 

global characteristics and typical sources of financing for bom globals and other 

entrepreneurial firms, and reasons and logic behind them. Overall, the 

characteristics of bom globals and their strategies pose high resource 

requirements, as summarised below.
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POMSICA element Born Global characteristic Resource
requirements

Product Intense R&D before selling a standard 
product

High

Customer Global segment served with a standardised 
product

Scale economies 
reduce requirements

Operation NIMOs relatively inexpensive but fast growth 
poses challenges

High

Intermediate Hybrid strategy and leveraging of channel 
partners’ resources

Reduces resource 
requirements

Market Fast and simultaneous global diversification High

Pricing First-movers can price profitably but 
competition reduces prices

Some contribution 
from revenues

Advertising/Promotion/
Branding/Sales

Global brand, intensive sales efforts High

Table 38. Implications of born global characteristics to financing

The literature review serves a basis for the conceptual framework to study 

internationalisation, growth and financing of bom globals. The figure below 

exemplifies the development of a firm from seed to start-up and growth phases.
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Figure 26. The conceptual framework
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The company description (its life cycle) in the model is set in time: the 

incorporation of a timeline is similar to the general model of entrepreneurial 

internationalisation by Jones and Coviello (2005). The life cycle is divided 

according to the phases of an entrepreneurial firm in venture capital literature 

(Finnish Venture Capital Association 2005). The development of the firm in the 

framework is described by its turnover and net profit, outcomes of the firm’s 

internationalisation and growth. Markets entered are marked below the chart in 

order to indicate the geographical diversity of the firm. Arrows under the markets 

indicate when the firm internationalised and reached globalisation in terms of the 

foreign sales criterion (Luostarinen and Gabrielsson 2002).

Financing sources and amounts are marked under the graph in relevant places in 

order to show the development of the firm in terms of the financial growth theory 

(Berger and Udell 1998) and the assumptions made by Virtanen (1996, 99). Also, 

the origins of investors are marked in order to gather evidence about the “quality” 

of the investors (Seppä and Maula 2001).

Finally, floating arrows under the chart present the uses of financing in different 

stages of the life cycle. The arrows are understood as the focus areas of 

investment and use of funds between the elements of POMSICA and predicted by 

the profit circle theory (Luostarinen 1990, 2003). The POM pattern depicts a 

firm’s internationalisation strategy and the SICA pattern global marketing 

strategy. Some of the elements are combined in a single arrow to make the model 

simpler. The focus areas are either shaded or the proportion of funds used in each 

development stage is indicated by percentages. In addition, a set of floating 

arrows shows financing from operations (positive cash flow as a result of a 

successful pricing strategy).

The results of the empirical study provide answers to the first and third research 

questions and shed light to the second research question. The major sources of
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financing for successful Finnish bom globals in different phases can be 

summarised as follows, also answering the first research question.

Phase Sources of financing
Pre-bust Firms (3 firms)

Sources of financing
Post-bust firms (2 firms)

Debt Equity Debt Equity
Seed • Sweat capital (all 

firms)
• Cash flow from 

revenues (all firms)
• Domestic angel 

finance (1/3 firms)

• Bank 
loan 
(1/3 
firms)

• Sweat capital (all firms)
• Cash flow from revenues 

(all firms)

Start-up • Cash flow from 
revenues (all firms)

• Domestic venture 
capital (1/3 firms)

• Sweat capital (1/2 firms)
• Cash flow from revenues 

(1/2 firms)
• Domestic corporate VC 

(1/2 firms)
Growth • Cash flow from 

revenues (all firms)
• Domestic and 

international VC (1/3 
firms)

• IPO (all firms)
• Acquisition by an 

international VC- 
backed peer (1/3 firms)

• Domestic and 
international corporate 
venture capital (1/2 
firms)

• Acquisition by an 
international VC-backed 
peer (1/2 firms)

Maturity • Retained earnings, 
cash flow (all firms)

• Divestment income 
(1/3 firms)

• N/A* • N/A

Table 39. Source offinancing ofpre-bust and post-bust case companies *)Not applicable

In addition to the financing sources mentioned above, Tekes technology 

programme grants have been important for all firms mostly in the start-up phase.

The major sources of financing for Finnish bom globals were mostly equity-based 

throughout their lifecycles: sweat capital, cash flow from revenues, domestic and 

later international venture capital, and acquisitions by US peers. Even though not 

mentioned in the chart, all case companies also received financing from 

governmental agencies, such as Tekes. The major differences between firms 

established before and after the IT bust are that pre-bust firms, excluding 

(Smartner that differed considerably from F-Secure and SSH because it was 

established much later than they) relied long on cash flow from revenues and got
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listed at the end of the IT boom. The post-bust companies, including Smartner, 

also started by relying on cash flow from revenues. Two post-bust case firms 

obtained first domestic and later international venture capital, while one grew 

based on cash flow from revenues. Later US venture capital-backed peers 

acquired two of these firms.

In addition, the importance of cooperative strategies as a part of financing 

strategies (complementing financial resources) is very high for all case 

companies. By developing innovative partnerships and leveraging partner 

resources firms can save significant amounts of money in advertising, promotion, 

sales, distribution and customer relationship management and release funds for 

other uses.

The differences in financing strategies (answer to the third research question) 

before and after the stock market bubble can be explained by the changing 

circumstances and the lessons managers of bom globals learnt from that, i.e. 

professionalisation of bom globals managers and their approach to financing 

strategies. Roughly, pre-bust firms relied more on internal finance and got listed 

because they were able to price their offerings profitably and consequently 

preferred IPO as an exit, and because they were more concerned with 

independence and retaining ownership. However, as a consequence of the IT bust 

the pre-bust firms have remodelled their earnings logic and turned to B2B 

businesses.

The post-bust firms more often exchanged part of their ownership in the firm to 

venture capital and even sold it out to larger players because they saw the 

opportunities for large-scale growth in allying with large global players. It seems 

that the post-bust firms (including Smartner) have been more ambitious from the 

start and aim at global leaderships in their respective industries and/or niches. 

Therefore they have been more willing to exchange control to substantial financial 

and non-financial resources, and have preferred selling out as an exit. Their
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choices also give evidence of high professionalisation of the financing strategies 

and managerial and international business capabilities of Finnish bom globals. 

The firms have played venture capital firms against each other and picked up the 

investors with the best offer in terms of valuation, experience, value-added, 

connections and resources, just as advised by the literature reviewed. They have 

also crafted skilful cooperative strategies to enable to them to concentrate on their 

core competencies and externalising other, often expensive and high-customer 

involvement functions to external partners.

When looking at uses of financing (based on POMSICA pattem) in implementing 

globalisation strategies (second research question), no conclusive answers can be 

provided. However, as implied by the profit circle theory (Luostarinen 2003), 

R&D was continuously important to bom globals as a basis of building core 

competencies and a sustainable competitive advantage. Specific to successful 

bom globals was an observation of sales started early on in their lifecycle. The 

importance of this is to commercialise, grow and expand rapidly. It was also 

recognised that as expected, bom globals invest in nearly all areas in POMSICA 

in the growth phase. There were no significant differences observed between uses 

of financing between pre and post-bust firms, except that post-bust firms have 

maybe realised the importance of sales and distribution channels earlier. Also, all 

case firms stepped up their cooperative strategies and turned into more 

manageable B2B businesses after the IT bust.

The conclusion is that financing strategies of bom globals should be viewed more 

broadly than just looking at the financing sources. In addition to financial 

sufficient financial resources, ways to leverage partner resources and the 

consequent capital released for the development of core competencies deserve 

more attention.
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5.2 Theoretical Contributions

The theoretical contribution of the conceptual framework devised in this study is 

to provide a tool for visualising a firm’s internationalisation process in time and to 

summarise sources and uses of financing in the different phases of the 

internationalisation development of the company in one figure. The weakness of 

the framework is, nevertheless, that is difficult to draw figures, in which all the 

case companies can be summarised and compared, because the phases of the life 

cycle of the case companies do not necessarily coincide.

The review of literature and findings from the empirical study contribute to the 

understanding of financing of internationalisation and the financing strategies of 

bom globals.

The review of literature summarises central theoretical perspectives behind the 

financing alternatives for bom globals and the logic behind them, thus bringing 

new perspectives to the research on bom global firms in Helsinki School of 

Economics.

The field of study appropriate for investigating financing of bom global is 

entrepreneurial finance because of its ability of analysing financing of ventures 

holistically. This is important because financing a venture includes all aspects of a 

new business, not just a separate investment (Virtanen 1996, 17). Furthermore, an 

entrepreneurial firm, that is central to the field of entrepreneurial finance, is very 

similar to bom globals: a company that uses more talent (intangible assets such as 

creativity and innovation) than ordinary firms, which often focus on accumulating 

tangible assets, and in which, consequently, the risk and uncertainty are high, as 

most of the firm value is connected with future growth prospects (i.e. real options) 

than tangible assets (Virtanen 1996, 89). From the perspective of an entrepreneur 

entrepreneurial finance requires high creativity and innovativeness as well as high 

level of management skills. (Virtanen 1996, 88-89)
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Entrepreneurial firms prefer equity to debt and internal to external financing. A 

fundamental theory explaining the equity preference and internal financing 

preference of entrepreneurial firms like born globals is the reversed pecking order 

hypothesis (Brealey and Myers 2003). It states that those firms that have valuable 

intangible assets and growth opportunities - like born globals do - tend to 

borrow less than those who hold mainly tangible assets. (Brealey and Myers 

2003) The debt capacity of an asset, i.e. the amount of debt that a firm optimally 

raises for an incremental venture, may be less (or even negative) for growth 

options than for ‘assets in place’ (Hyytinen and Pajarinen 2002a, 1). Hyytinen and 

Pajarinen also show that growth options generated by R&D firms have a 

disproportionately low debt capacity in the ICT sector. Also from a motivational 

perspective of an entrepreneur value-creation and debt are incompatible', if most 

of the potential value of a venture is withdrawn by debt holders, the incentive of 

the managers of the firm is diminished (Virtanen 1996, 100).

The empirical findings of this Finnish study support several earlier international 

studies covered in the review of literature. In line of Saemundsson’s findings 

(2000), it was found out that in order to grow and succeed, the born globals 

established after the stock market bubble have had the willingness to grow, and 

willingness to accept the consequences of growth: new owners and increasingly 

formalised, professional management practices often demanded by external 

owners such as venture capitalists.

However, no generalisations about the financing strategies of bom globals 

established before and after the stock market bubble and the IT bust can be 

presented, as seen in the case of the pre-bust firm Smartner, which resembled 

closely the post-bust firms in terms of its financing strategy. This finding 

reinforces the idea of Saemundsson (2000, 15-16) that because of situation 

dependency there cannot be specific patterns in the resource needs and patterns of 

resource access for a whole population of new technology-based firms. This is, 

first, because resources in themselves do not create value but it is their
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combination (facilitated by business competence) that is important, and second, 

what resources are needed and the possibilities for accessing them are based on 

the situation of the small firm, for example the competence of the founders, the 

technology and the industry. Certain industries might have easier access to 

venture capital while others might have to cooperate with other industrial actors 

such as large firms. (Saemundsson 2000, 15-16), like seen in the cases.

A new contribution to the understanding of the financing of bom globals is the 

role of cooperative strategies as a part of the financing strategy. It enters the 

strategy through the planning of expenses, investments and capital requirements 

(see Financial planning model by Gansel, 2005). Skilfully crafted cooperation 

strategies in the fields, which require high amount of capital (such as branding 

and promotion) can have a significant impact by reducing funds needed for 

expenses and investments. This is very important for bom globals, that have 

limited resources and have thus funds released to develop a core competence of 

the firm instead of the areas which can externalised to intermediary partners.

5.3 Managerial Implications

Based on this study, managers and entrepreneurs in bom global firms should pay 

attention to the following issues concerning financing of internationalisation:

• It seems that successful bom global firms and entrepreneurs have been 

willing to compromise ownership in exchange of growth potential and 

international heavy weight partners as investors.

• Do not take the offer of the first venture capital firm you negotiate with; 

rather, talk to various venture capital firms, get offers (capital and other 

venture capital advantages) from them and choose the best one to support 

your strategy.

• It seems that domestic and Nordic venture capital firms lack the track 

record and sufficient resources, both capital and other, to take bom global 

firms to global markets. Therefore seriously consider finding choose a 

venture capital firms or a partner with sufficient financial and knowledge
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resources to support full-scale globalisation early on. If you cooperate with 

a domestic venture capital firm in the early phases, consider finding a 

bigger (international) venture capital firm in a later stage, because research 

implies that the amount of money has an impact on growth.

• If you are planning to get listed or sell your company, you need to raise he 

valuation level of your firm. Therefore find a partner from a country with 

a developed venture capital market, in which firm valuations are high.

• Take advantage of opportunities fast, for example in a bull (rising) market, 

execute and IPO when the window of opportunity is open, if it seems like 

a sensible alternative. On the other hand, in the face of a bear (falling) 

market, control costs and keep growth at a manageable level in order to 

avoid sudden adverse effects and even bankruptcy.

• Innovative cooperative strategies and global partnerships may significantly 

reduce advertising, sales, promotion, distribution and/or customer 

relationship expenses, and consequently release significant amount of 

capital to other uses. Find partners early on, because research implies that 

young firms benefit most from cooperation, being able to concentrate on 

developing their core competencies, and growing faster.

• In terms of the uses of finances, concentrate on doing only the things that 

take the business forward, even if you were able to do a variety other 

things. Specifically, start sales and commercialisation efforts and 

development of distribution channels early. This is because a good product 

is not a sufficient condition to market entry; rather references and track 

record can facilitate growth. Building an international marketing 

organisation also takes a lot of time.

5.4 Limitations of the study

This thesis focuses on five Finnish born global companies defined as high service, 

high know-how or high system companies. These case companies have been 

chosen to first, to reflect the prevailing business conditions of the periods pre and 

post the IT boom and bust, and secondly, to exemplify success stories among the
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Finnish bom globals. The generalisibility of a study is limited by the context of 

the case companies studied. The results of this study are specific to Finnish 

markets and to the firms operating in exceptional circumstances in the late 1980s, 

1990s and at the turn of the century. Thus the results are not necessarily 

applicable to bom globals operating in markets and financial circumstances 

differing from those in Finland.

The main objectives of this thesis are to explore how especially the successful 

Finnish bom globals have financed their internationalisation pre and post the 

1990s IT boom and bust. Alongside with looking at financing of the case 

companies, this study also analyses their globalisation strategies. There are 

however areas that are only briefly mentioned or not covered by this study. Such 

areas are for example financial instmments used by and the venture capital 

financing process of bom globals, motivational aspects of bom global 

entrepreneurs, human resources strategies and strategic alliances of bom globals.

5.5 Suggestions for Further Research

This was an explorative study on financing of internationalisation of bom global 

firms, and is thus far from being exhaustive. This study raises several issues and 

questions that would deserve further research. Some of them are discussed below 

in short.

• In the line of Zahra and George’s (2002) internationalisation model, 

further research on the relationships and linkages between 

internationalisation, growth and multiple indicators of a company’s 

financial and non-financial performance should be investigated. In order to 

obtain robust results, the analysis should be based on quantitative data.

• A profound investigation into cooperative strategies and their effect on 

financing would shed light on the magnitude of the cost saving effects of 

these strategies. It would be important to find out how “valuable” 

partnerships are for individual companies, and in different industries and 

markets.
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• Also relating to cooperative strategies, an investigation into the benefits of 

partnerships from the perspective of big corporations involved would help 

understanding how bom globals should shape their strategies and develop 

resources and competencies in order to become good partners for big 

players.

• On a more technical note, further inquiry into financial planning of bom 

globals would shed light on how systematically bom globals plan their 

financing and how planning could it be improved.

• Finally, in order to be able to obtain general results, an international 

comparison of financing strategies of successful bom globals in different 

industries should be conducted.
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APPENDIX 1. Case Interview Questions

General
Y ear of founding 
Founders

* Founders’ / board members’ / top management’s background / education / previous 
international experience / relevant experience from the industry 

- Company turnover (Finland/Europe/USA/Lat. Am/Asia/etc), number of employees, 
proportion of R&D out of turnover, is company profitable (when)?
Company mission and/or vision etc.

Have a look at Chart 1
Draw your company’s turnover on the empty chart provided
Identify different stages on the basis product development / internationalisation / 
financing
Where is the company at the moment?

POM$ICA Model of globalisation and global marketing 

Product and Customer Strategy (P, C)
Main product(s): type (is it product, service, know-how etc?), central innovation behind, 
competitive advantage, degree of customisation, earnings logic 
Target segments: global/local 
Major changes over time

Operation and Intermediary Strategy (O, I)
Operation modes: types (international outward, inward, cooperation), reasons behind 
choice of operation mode
Intermediary: distribution modes, role of channel partners, role of internet and/or e- 
business
Major changes over time 

Market Strategy (M)
- Market entry: order of entry, criteria for choosing markets, role of lead markets 

Major changes over time (de- and/or re-internationalisation)?

Price Strategy ($)
Global/local pricing?
Effect of competition 
Financing from operations
Major changes over time (de- and/or re-internationalisation)?

Advertising Strategy (A)
Product/corporate brand; global/local brand; OEM?
Major changes over time (de- and/or re-internationalisation)?

Sources and Uses of Financing (the Emphasis of the Study)

Sources of funds
See chart 1
Insert years, major modes, rounds and amounts of financing used in relevant stages of life 
cycle
Locate the time period when the effects of the stock market crash started and ended 

Investor profile
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Major investors: origin, euros invested, ownership?
Has company sought and/or received funding from TEKES or other governmental etc. 
organisations?
What has been the criterion for seeking and choosing investors? How has it changed? 
Apart from financing, how have investors contributed to the internationalisation? (in 
short)

Conditions and effects
Conditions for financing received; changes, why?
Cost of financing (monetary / qualitative)
Ownership and board representation changes and effect on entrepreneur(s)

Uses of funds
Using Chart 1 attached, describe the use of funds in different stages of company life cycle 

о focus, approximate weight (%), if possible 
о changes, why?

What have been critical POMS1CA areas of investment and issues in financing in terms 
of successful internationalisation?
Role of financing from operations?
What have been the main challenges in terms of financing company’s 
internationalisation?
Has the need for financing been ever underestimated? If yes, at what stage and in which 
area of POMSICA? Consequences?

Effect of industry and circumstances
How would you characterise the financial circumstances and availability of financing 
since the establishment of the company till today?
How have changing financial circumstances affected company’s financing strategy and 
financial risks?
How has the industry affected availability and sources of financing?
How should the financial markets / legislation / policies in Finland / EU be developed in 
order to facilitate internationalisation and growth?
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Chart 1 POM$ICA vs. Companv/Venture Capital Life cycle (example)
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